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“Buy U.S. Savings Bonds 
during the Opportunity Drive,” 


SAY THESE LEADING AMERICANS 








WILLIAM GREEN, President, 


American Federation of Labor 


WINTHROP W. ALDRICH, Chairman, 
Chase National Bank 





“For the working man, an increased in- 
vestment in U. S. Savings Bonds can mean 
not only increased security but increased 
ability to take advantage of the opportunities 
that are part of the American way of life.” 





CHARLES F. BRANNAN 


Secretary of Agriculture 





“T am heartily in favor of the Opportunity 
Drive to buy more U. S. Savings Bonds. 
Everyone engaged in farming should recog- 
nize the importance of a backlog of invested 
savings as a means of realizing the agricul- 
tural opportunities of the future.” 





“I believe that every individual who can 
possibly do so should buy more U.S. Savings 
Bonds. These bonds represent one of the 
best investments of our time.” 


PHILIP MURRAY, President, 


Congress of Industrial Organizations 





“The C.1.0. has endorsed every effort to 
encourage the worker to put more of his 
earnings into U. S. Savings Bonds. They rep- 
resent both security and independence.” 


7. May AND Jung, the U. S. Savings Bond Oppor- 


tunity Drive is on! 


It is called the Opportunity Drive—because it is truly an 
opportunity for you to get ahead by increasing your own pers 


sonal measure of financial security and independence. 


If you haven’t been buying Savings Bonds regularly, start 


now. 


If you have been buying them, add an extra Bond or two to 
your purchases this month and next. Remember—you'll get 
back $4 for every $3 in a short ten years’ time! 


Put More Opportunity 


in Your Future... 


INVEST IN U.S. SAVINGS BONDS 





Contributed by this magazine in cooperation with the 
Magazine Publishers of America as a public service. 
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has declared today the fol- 
lowing dividends: 

$1.25 per share for the second 
quarter of 1949 upon the $5 
Preferred Stock, payable June 
15, 1949 to stockholders of 
record at the close of business 
May 16, 1949. 

$1.00 per share upon the 
Common Stock, payable June 
15, 1949 to stockholders of 
record at the close of business 
May 16, 1949 


The Goodyear Tire & Rubber Co. 





Akron, Ohio, March 28, 1949. 


GOODFYEAR 


DIVIDEND NOTICE 
The Board of Directors 















By W. D. Shilts, Secretary 

















NATIONAL DISTILLERS 


PRODUCTS 
CORPORATION 





The Board of Directors has de- 
clared a quarterly dividend of 
50c per share on the outstanding 
Common Stock, payable on 
May 2 1949 to stockholders 
of record on Apri 11. 1949 
The transfer books will not close 
THOS A. CLARK 
March 24 1949 


reasurer 














CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Pockefelle: Plaza 
New York 20, N. Y. 


DIVIDEND No. 11 


Tue BOARD OF DIRECTORS 
has this day declared a regular 
semi-annual cash dividend of 
One Dollar ($1.00) per share 
on the capital stock of the Com- 
pany, payable on May 16, 1949, 
to stockholders of record at the 
close of business April 15, 1949. 


E. E. DUVALL, Secretary 
March 23, 1949. 
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The Board of Directors has this day de- 
clared a Dividend of twenty-five cents 
($.25) per share on the Common Stock 
of Crown Cork & Seal Company, Inc., 
payable May 20, 1949, to the stockholders 
of record at the close of business April 


COMMON DIVIDEND 


12, 1949. 


The transfer books will not be closed. 
WALTER L. McMANUS, Secretary. 


March 24, 1949. 


* CRowN CorK & SEAL 
¢ ComPANY, INC. 
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OUR MODERN TEXTILE INDUSTRY 


Photo by Duplan 


The advent of rayon staple fibre has revolutionized the world’s textile industry. In Duplan Corporation's 
modern Lincolnton, North Carolina, mill, rayon staple fiber is spun into yarn and woven into spun rayon 
fabrics for dresses and suits. The operation pictured above shows a worker drawing carded sliver into 


a finer form, part of the process as it approaches the finished product stage. 
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LOWER MARGINS... The Federal Reserve Board’s 
' action in reducing margin requirements for pur- 

chases of securities marks a step long overdue. It 
deserves applause not just because it was finally 
taken, or because we are in a recession and this may 
be one way of helping minimize it, but because it 
indicates that the Board is following the economic 
situation closely and is using its power with dis- 
crimination. 

While the new margin ruling is hailed as a step 
in the right direction, it would be over-optimistic 
to assume that it will quickly unfreeze the market 
for equity capital. More basic changes are needed 
before our vast financial mechanism can be fully 
utilized in the task of raising needed equity capital 
for industry. Double taxation is one of the inequi- 


i oe 





waiting period of six months before a gain or loss 
can be called a long term transaction, might well be 
shortened, and there is always the problem of the 
individual in the high income brackets who holds 
back risk capital because of the levy which even 
the capital gains tax would place on him on top of 
high surtaxes on regular income. 


E. A. Krauss, Managing Editor 


ae Ay nt \ ee 
=~: Securities ~ + 

P . Fh igace | Sco 
Foreign Affairs,/ -) Politics - 


The Trend of Events 





ArtHur G. GAINES, Associate Editor 
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nation against a prime collateral, a 50% limit is 
still not the right solution. 

Moreover, what lower margins cannot and will 
not do is remove the various uncertainties that have 
kept stocks in a narrow trading range. Concern 
over the business outlook, particularly, remains if 
it hasn’t been intensified by the Board’s very action. 
Fear of such an impact on public opinion has been 
largely responsible for the postponement of the step 
until now. 

Still, while there is no reason to doubt the official 
explanation of the margin cut “as taken under the 
Board’s statutory responsibility and in the light of 
the general credit situation,” there is also no longer 
any doubt that the continued let-down in business 
is beginning to worry some Administration econo- 
mists more than they would like to admit. This is 
all to the good. For only then can we hope to get 
the kind of thinking, planning and action best 
suited to the changed situation. 

As it is, however, it would be a gross error to 
interpret the margin relaxation as an indication 
that the Board expects a real depression. If it did, 
it certainly would not confine its action to margins 





Thus lower margins are far 
from a cure-all for what ails 


but would instead relax con- 
trols all along the line. What 


the market. They may in time 
tend to improve its liquidity 


Juplan 

: but hardly enough to permit 
it to function as it really 

"s should. That would require 
some or all of the steps sug- 

Yn gested above, and probably 
still lower margins to boot. 

fo ~=3—s« Though the margin ruling re- 


moved unreasonable discrimi- 


| ties in our present tax system. Additionally, the 





We recommend to the attention of ow 
readers the analytical discussion of busi- 
ness trends contained in our column 
“Whats’ Ahead for Business?” This 
regular feature represents a valuable 
supplement to Mr. A. T. Miller’s stock 
market analysis of importance to in- 
vestors as well as to business men. To 
keep informed of the forces that may 
shape tomorrow’s market, don’t miss it! 








the margin action suggests is 
that the Board feels that the 
postwar peak of activity and 
inflation has been passed, and 
that easing of the drastic re- 
strictions is in order which 
were originally imposed te 
prevent virulent inflation and 
excessive speculation. 

It is a reasonable expecta- 
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tion that the Board’s action heralds the death of 
the Administration’s anti-inflation program. Doubt- 
iess Congress will be even more reluctant now to 
accept the controls embodied in this proposed legis- 
lation for which there is no longer any sound 
justification. 


PLAIN ENVIOUS ... Weary taxpayers, just coming 
up for air after their battle with the March 15 
tax deadline, must have gasped with unconcealed 
envy — as we did — when reading the other day 
about Canada’s proposed 32% reduction in the total 
income tax revenue to be collected, quite apart from 
the easing of numerous other taxes. By raising the 
exemptions from $750 for a single person to $1,000, 
and from $1,500 for a married person to $2,000, 
some 750,000 present taxpayers will be removed 
from the rolls and the tax liabilities of others re- 
duced markedly though naturally the reduction is 
not evenly distributed. 

Moreover, Canada has set a worthy example in 
taking a first step to abate double taxation of corpo- 
rate income distributed as dividends. It is going 
to allow 10% of the dividend income of individuals 
to be deducted — not from taxable income but from 
the total income tax due. There are other features. 
For corporations the tax rate on the first $10,000 of 
income would be reduced from the present 30% to 
10¢ ©, though the rate on income above that will be 
raised from 30% to 33%. Morover, the system of 
corporate depreciation accounting will be revised 
to make an additional allowance for obsolescence. 

Canada’s action furnishes food for thought for 
many people, including our legislators. It is not of 
course burdened, as we are, with a great armament 
program and extensive contributions to the rehabili- 
tation of the rest of the world. But neither has it 
our penchant for prolific domestic spending, for 
Government largesse of the sort that is so greatly 
contributing to the high cost of running our Gov- 
ernment. Canada’s internal prosperity and a budget 
surplus of $575 million make the tax cuts possible. 
We may not be able to do the same, that is reduce 
taxes at this time, but why not practice a little 
Government economy to obviate the need for higher 
taxes as demanded by the Administration? 

Canada’s reduction of double taxation is showing 
us the way. “Under a system of private enterprise 
which depends for its existence on a steady flow of 
venture capital,” Finance Minister Abbot stated in 
explaining the move, “we cannot afford to neglect 
this defect in cur tax system which has been accen- 
tuated by the increase in both corporation and per- 
sonal income taxes.” Neither can we! Since our 
corporate levy is higher and greater industrializa- 
tion makes encouragement of the flow of venture 
capital even more important, we would do well to 
follow Canada’s example. 


RIFT... Now that the dispute within the President’s 
Council of Economic Advisers is out in the open, 
some observers believe that high-minded Dr. Edwin 
G. Nourse who heads the group, before long may 
move back into private life. Should it come to that, 
we would sincerely regret it. Final decision of 
course is up to the President who so far has not 
accepted Dr. Nourse’s resignation. But the show- 
down still lies ahead, we believe. It may come if 


and when the Senate takes up the Administration’s 
stabilization (formerly anti-inflation) bill. 
The Council’s split reportedly is over the issue 


of appearing before Congressional committees in | 


defense of proposed Administration policies, strong- 
ly supported by Vice-Chairman Keyserling and, 
with perhaps somewhat less vigor and crusading 
spirit, by John D. Clark, third member of the Coun- 
cil. Actually, the differences go deeper. They con- 
cern the whole concept of a full employment econ- 
omy as laid down in the Employment Act of 1946, 





SOEs 


largely uncharted territory. One of the Council’s © 


main tasks is to explore this new economic concept 
and ways and means that may be applied in future 
attempts to smooth out extremes in the business 
cycle. 

Controversies over such profound issues are 
natural and healthy, but a different situation arises 
when they are mixed with politics and this ap- 
parently is to what Dr. Nourse objects. Apparently 
he holds that the Council’s chief purpose is to advise 
the President on economics and assist him in the 
development of his economic policies, but not to 
make policies tinged with political considerations. 
In other words, he wants to keep the Council out of 
politics; only then, he thinks, can the Council func- 
tion properly. Hence he has made a sincere and firm 
plea that he cannot remain in the Council if it is 
to become a political instrument of the President. 
He greatly fears that the Council’s usefulness will 
end if any suspicions arise that its work is designed 
to prove preconceived ideas. That appears to be the 
real issue in the current rift — to prevent the 
Council from becoming a “political prisoner” of the 
White House. For once that impression exists, its 
findings would soon come to be regarded as no more 
than waste paper. 

The nation’s businessmen are likely to sympathize 
with Dr. Nourse’s attitude; they shy away from 
Mr. Keyserling’s Keynesian theories which they 
fear may only take us further down the road to 
planned economy and socialism. Should in any future 
showdown Mr. Keyserling supersede Dr. Nourse 
as head of the Council, they feel that such fears 
will have become a great deal more realistic. 


THINGS TO COME?... The recent flurry in gold shares, 
following their strength and activity in London and 
South African markets, was primarily based on spec- 
ulative hopes and rumors of an eventually higher gold 
price. Such rumors are nothing new ; despite frequent 
official discouragement, they float around forever and 
latterly seem to have taken on new life because of 
South Africa’s apparent determination to press its 
efforts towards a higher statutory gold price follow- 
ing its successful circumvention of gold price restric- 
tions set up by the International Monetary Fund. 

But just now, something new has been added. Pub- 
lished reports state that the U. S. is using the threat 
of American economic decline as the big weapon in 
its, renewed pressure on foreign nations to devalue 
their currencies to more realistic levels. We have no 
first hand knowledge of these reports. We do believe, 
however, that any general action along currency re- 
form lines would also heighten the prospects for re- 
view of our gold price policy. Only time will tell, but 
it’s a situation that bears watching. 
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BY ROBERT GUISE 


RUSSIA BIDDING FOR TIME 


April 4, 1949, was a historic day. On that 
day the United States and eleven other nations 
signed the treaty creating the North Atlantic 
Security Alliance, a coalition dedicated to resistance 
by most of the western world against armed aggres- 
sion from any quarter. 

The treaty is significant of the profound changes 
which have taken place in 
the last four years. It marks 
the fading of the “one world 
dream” and its replacement 
by our reluctant recognition 
of the two-world reality. 
More than that, it points up 
the role of leadership, expen- 
sive and laden with respon- 
sibility, which historical 
circumstances have pressed 
upon this country, and fur- 
nishes final proof of the 
United Nations’ weakness as 
an instrument to keep the 
peace. 

Little wonder that a grim 
mood prevails as the U.N. 
Assembly meets again. With 
the East-West split over- 
riding everything, political 
tension at Lake Success has 
again risen. Russia which 
correctly considers herself 
the target of the Pact, has 
already laid the groundwork 
for heated complaint in the 
U.N. and ever anxious to use 
that organization as a forum 
in which to wage propa- 
ganda war, her delegation 
will not be long in denounc- 
ing it. The manner and direction of the Soviet 
attack may be highly revealing, indicative of just 
what counter action, if any, the Soviets are going 
to take. 

Few believe they will counter with force at this 
time but no one would be surprised if the Soviet 
Union replied with some new provocative action. 
She may denounce her treaty of friendship with two 
of the pact signatories, England and France, and 
observers are watching a number of trouble spots, 
among them Finland, Norway and Iran, for signs 
of more positive reaction. Essentially, however, the 
impression is that the Kremlin will continue to bide 


its time. Thus many, while pessimistic over the long. 


term prospects of peace, believe that the North 
Atlantic Pact will provide safeguards against overt 
aggression at least in the next few years. 
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“LET'S AGREE TO CLIP OUR WINGS!’’ 





Justus in the Minneapolis Star 


The reason is that Russia obviously isn’t ready 
for a showdown. Having lost the cold war in Europe, 
there are no more easy gains in sight, and the reali- 
ties of the situation — meaning Russia’s own weak- 
nesses and Western determination to stand united 
against aggression — render undesirable, and highly 
risky, any attempt to achieve further gains by 
force. However these deter- 
rents may not work forever. 
Mr. Churchill in his Boston 
speech stated significantly: 
“We have certainly not an 
unlimited period of time be- 
fore a settlement ... (with 
Russia) should be 
achieved. The utmost vigi- 
lance should be_ practiced. 
3ut I do not think myself 
that violent or precipitate 
action should be taken now.” 
One doesn’t have to strain 
one’s imagination to get the 
inference, particularly if 
read jointly with his other 
remark that because of the 
deterrent of the atom bomb 
in the hands of the U. S., we 
are safe for the present. 

What Mr. Churchill obvi- ° 
ously intends to convey is 
that this is no time to go to 
sleep behind the atom bomb, 
or for that matter, behind 
the Atlantic Pact which can 
only be as strong as we our- 
selves are. Rather he inti- 
mates that barring a com- 
plete change of heart in the 
Kremlin, a final showdown 
is still ahead and that time is working for us only 
for a limited duration. To put it differently and 
bluntly, he seems to warn that we have only two 
ways of survival, either through a radical change 
in Russian policy or through timely action on our 
part in an effort to achieve a settlement before we 
lose the protection of exclusive atom bomb owner- 
ship. Whether this is or isn’t the exact gist of 
Mr. Churchill’s meaning, it just about describes the 
predicament in which we and the rest of the peace- 
loving world find ourselves. It is a thought worth 
pondering as we begin to shoulder the responsibili- 
ties of the Atlantic Pact. 

In our hopes and efforts for peace, we must perse- 
vere, but — to paraphrase Mr. Churchill — if the 
gulf continues to widen, we must be prepared to 
defend the cause of freedom with all our resources. 





Has Market Discounted First Quarter Reports? 


Average stock prices remain highly conservative relative to indicated current earning 
power and to dividends. Some evidence of seasonal betterment in business has now begun 
to appear. The market’s slow and restricted recovery from the February reaction low 
could yet go further. Our selective policy is unchanged. 


By A. T. 


5B here has been very little change in the general 
market position over this last fortnight, despite some 
temporary excitement over the reduction in margin 
requirements from 75% to 50%. Apart from a good 
deal of shortcovering, the margin announcement 
brought a one-day spurt of anticipatory, and largely 
speculative, buying. It carried average stock prices 
to a new rally high for the move from the lows of 
late February, and did so on large volume. Appar- 
ently many bought with the idea of selling to new 
margin buyers after effective date of the change, 
which for trading purposes was the second day after 
the news came out. 

On that second day there was again a heavy turn- 
over of shares, but little or no further upside prog- 
ress, with a considerable “public” interest indicated 
by activity in low-priced stocks. Before the end of 
last week the market was back where it was prior to 
the margin change, with trading volume again 


MILLER 


around the low average level seen so far in 1949. 
However, this particular sell-off, like all previous 
ones within recent weeks, developed no momentum ; 
and in the short closing session of the week gave 
some indications of having petered out. As we go to 
press, it looks like an ‘‘on the fence” market, waiting 
for some fresh impulse to break a stalemate in which 
investment hopes seem to be closely balanced by in- 
vestment caution and uncertainty. 


Significance of Margin Change 


The volume of outstanding credit used to carry 
securities has long been insignificant. So far as mar- 
ket and credit factors are concerned, stock margins 
could have been lowered some time ago, partially end- 
ing the politically-motivated discrimination against 
use of this type of asset for loan collateral. It is ap- 
parent, therefore, that in making the move the Re- 
serve Board was actuated by general 
economic conditions. In short, it is an 





MEASURING MARKET SUPPORT 
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anti-deflation gesture which can have 
no significant effect on business or on 
stock prices, although over a long pe- 
riod of time—other things being equal 
—it would tend to make for a more ac- 
tive, and therefore less “thin,’’ market. 
The history of changes in margin re- 
quirements, whether up or down, is 
that after a few days of upside or down- 
side excitement, the market has re- 
sumed whatever trend was in progress 
prior to the change. Thus, margins 
were cut in October, 1937, without halt- 
ing the bear market then running its 
course.They were raised to 100% early 
in 1946 when, as it happened, there was 
a substantial phase of the last major 
bull market still to come. They were cut 
to 75% on February 1, 1947, after there 
had been a considerable, although ir- 
regular, intermediate rise from a low 
point made late in the preceding No- 
vember. This was extended for about a 
week, then followed by a three-month 
downswing of important proportions. 
This has long been a trading-range 
market. Hence, there is no major trend 


cident is put behind. Moreover, even 


defined than it was on the rises which 


to be resumed, now that the bargin in- | 


the intermediate trend is less sharply | 
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pegan in March of last year 
and in May of 1947. The 
February low is now nearly 
six weeks behind us, but the 
recovery in prices has been 
slow and halting, the net 
change small. The whole 
1949 range to date in our 
broad weekly index has been | | 
| 


YEARLY RANGE 
1939 - ‘47 
100 HIGH |100 Loy 


PRICED | PRICE 
STOCKS | STOC 
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only about 12 points or 
some 10% from low to high; 





that of the Dow industrial 
average about 10 points or 
less than 6%. At this writ- 
ing the latter stands only a 
little above the mid-way 
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point in the range cited. 





From this it follows that 
a very few points of ad- 
vance suffice to make the 
market “look good” and 
that it takes relatively little 
of a sag to make it “look 
bad.” Nor are there any 
nearby reference points of 
great technical significance. 
The nearest support level 
for the daily average is 171, 
reached on sell-offs in No- 
vember and February; but 
it has nowhere near the 
presumptive importance of 
the old 163-165 support 
zone now inviolate for near- 
ly two and a half years. The 
nearest supply level of even 
minor importance is the 
January rally high just 
above the 181 level. Pene- 
tration of it would be on 
the encouraging side, and 
could extend the total re- 
covery from the February 
low to worthwhile scope. 
However, the 1947-1948 
highs in the 190-193 area 
have far greater technical meaning; and it appar- 
ently would take a rather decisive improvement in 
speculative-investment sentiment to put the market 
within effective striking distance of that level. 

At this time, of course, the market remains deeply 
concerned with the business outlook but it seems im- 
probable that first quarter earnings reports will ma- 
terially affect the over-all balance between demand 
for stocks and the supply for sale, as mirrored by the 
chart on the preceding page. The reports are bound 
to be quite mixed. In some lines—and this applies 
both to soft goods and consumer durables—sales are 
down enough to result in earnings considerably un- 
der the levels of the final quarter of 1948 and of the 
first quarter a year ago. Individual stocks can be 
sensitive to adverse corporate news items, as was 
recently demonstrated by the instance of a poor re- 
port on order bookings of American Woolen and a 
dividend cut by Gimbel. 

However, general business activity remains at a 
good level, with the Federal Reserve Board produc- 
tion index down only some 3% or so from last Octo- 
ber’s peak, and with the average of non-farm and 
non-food prices down quite modestly from its high, 
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despite gradually spreading adjustments. This im- 
plies no drastic change in total first quarter earnings 
and no threat to the high aggregate of dividends. The 
market however continues to discount individual 
situations as they come to light, and this is likely to 
have a bearing on more immediate market action. 
Doubtless a good deal of what lies ahead is already 
discounted at current market prices which generally 
are conservative in relation to indicated earning 
power under current and prospective conditions. In 
some cases, prospects are probably overdiscounted, 
but in others the discounting process has not yet been 
completed. 


Seasonal Business Improvement 


Some evidence of seasonal betterment in business 
has now begun to appear. Influenced by the late 
Easter, retail trade made a somewhat improved show- 
ing for the week ended April 2 and is likely to be still 
better for the current week. Of more general signifi- 
cance, the March figures, just released, showed a fully 
seasonal rise in total employment and a small decline 
in unemployment for the (Continued on page 48) 
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Latrnings Trends 


—As A Result of Buyers’ Market 
By WARD GATES 


am the casual reader of the financial 


trasts in current business reports. Unlike last 


pages has become aware of the sharpening con- | 


year and the years before when progressive new _—> 


records of sales and earnings were the rule, the 
picture today reflects the deepening cross-currents 
of the advanced stage of postwar readjustment, 
making for a decidedly spotty situation in numerous 
fields. It is plain that the buyers’ markets are taking 
a toll, but it is equally evident that this is far from 
uniform in its impact. 

The emergence of buyers’ markets goes back as 
far as 1946. It was during the second quarter of 
that year when the shoe and leather industry 
reached its postwar production peak with subse- 
quent declining output and sales, and increasing 
competition. Early in 1947, the liquor industry 
“went over the hump” and so did the tire manu- 
facturers. The process quickened in 1948. During 
the first quarter alone, production peaks were 
reached by textiles (except rayon), by machinery 
and lumber, followed during the second quarter by 
food and tobacco products, electrical appliances and 
increasingly by others. The second half of last year, 
in fact, will probably turn out to have marked post- 
war output peaks for most remaining industries ex- 
cept steel and automobiles. Buyers’ markets by the 
turn of the year have become the rule rather than 
the exception. 

Once more, with this development, differential 
advantages such as trade position, competitive 
vigor, managerial ability, financial strength and 
others have again come into their own after tempo- 
rary obscuration during the great postwar scramble 
for goods. All of which explains the kaleidoscopic 
pattern of recent company reports and comments on 
the further outlook, in some lines defying any effort 
to trace a definite trend which will only emerge as 
the year advances. But one conclusion is certain. 
While the piecemeal readjustment in the past has 


a. 





as dine cael 


been an element of strength and still is, the coming 
months will reveal a more normal level of demand 
and thus more normal, if lower potentials in the 
way of corporate sales and profits. 

First quarter developments may not be typical of 
what to expect during the remainder of the year. 
On the upside or downside, results may be exagger- 
ated by special circumstances and particularly by 
the element of uncertainly, caution and hesitation 
so marked at the present juncture. Still they afford 
important clues. They show the extent to which 
earnings have been affected in the battle with high 
break-even points, by declining prices, intensified 
competition, and consumer resistance (which may 
be merely another name for more normal demand 
conditions) with resultant receding volume. They 
also show the varying vulnerability to these factors 
among individual companies, their ability to cope 
with them effectively or otherwise. 


A Picture of Contrasts 


Reflecting the contrasting picture is the daily 
grist of “good” and “bad” news to which we are 
currently being treated: Dividend omissions and 
increases, lay-offs and re-hirings, plant-shutdowns 
and expansion, well sustained or sharply dropping 
sales, drastic declines in new orders and continued 
heavy backlogs, expressions of optimism and pessi- 
mism over the future. Little wonder, the investor 
and the markets are confused. It is no simple mat- 
ter to appraise potential corporate earning power 
under such conditions. With the situation still in a 
flux. it will take time for the real outlook to clarify. 

The high break-even point problem which has 
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TABLE No. | 
Quarterly Sales and Earnings—Latest Quarter Ending January 31, 1949 
January 

1948 Quarterly Net Sales—————_ 1949 January 
January April July October Quarter 1948 Quarterly Net Per Share 1949 

$ million January April July October Quarter 

Argus, Ine. ......... $2.6 $2.0 $2.6 $2.0 $1.4 $.674 Nila $.lla 
Celctet 13.6 12.9 13.1 14.4 9.6 $1.91 1.66 $1.76 1.88 43 
Eureka Williams . noe 4.9 32 2.1 27 1.6 15 .04 def.38 10 def.33 
Glidden .... 51.0 51.3 51.9 48.1 41.3 2.19 82 1.02 85 
Le A Ea al ae eee Ae 10.1 9.3 6.6 6.5 wy Re def.10 def.71 14 def.40 
Servel d 14.5 19.1 20.5 16.9 8.6 52 56 -90 1.03 def.29 
U. S. Leather 7.8 6.8 6.0 5.6 5.2 def.07a defl.18a : 
TO oe 21.5 y 14.1 19.2 23.6 1.82 2.78 21 1.79 2.11 

a—Semi-annual earnings. 























worried investors no less than business manage- 
ment, is now having its first major test. Costs rose 
more rapidly than profits during the period of in- 
flation and have stayed high in the face of declining 
sales in a number of industries. It is a problem that 
eventually will be solved. Break-even points are not 
inflexible and much thought, work and money has 
recently been expended in an effort to find ways 
and means of lowering them. Doubtless there has 
been success in this direction, but not al- 


31 (Table 1) and February 28 (Table II). In some 
of these cases, both sales and earnings were sharply 
lower. 

Catching up with demand plus consumer price 
resistance has had drastic effects in the appliance 
industry and the sales slump seems to be cutting 
deeper. As a result, production cut-backs are now 
broadening not only among marginal producers but 
more recently also among the large manufacturers 





ways, and not always enough. Hence first 
quarter reports will be highly revealing. 

We already know that in some cases the 
impact has been severe not just because of 
indifferent success in bringing break-even 
points down, but also because of the in- 
evitable time lag between dropping sales 
and reduction of operating expenses. This is 
one important reason why first quarter re- 
ports will seldom be typical for the full year. 
It may take one or two quarterly periods 
before a new adjustment between sales vol- 
ume and operating expenses can be made 
that assures satisfactory profits. Moreover, 
current hesitation in placing new orders is 
bound to lessen in the months to come, 
brightening prospects for many companies 
now hard hit but ultra-conservative policies 
of their clients. 


240 
220 
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Inventory Losses 
14o 


Another factor is the inventory losses 180 


which many concerns were forced to absorb, 
and still may have to absorb, as prices sag. 
This, too, will find reflection in forthcoming 
reports though the extent of such losses will 160 
greatly vary from industry to industry and 
from company to company, depending upon 
the pace and sharpness of price declines and 


the measure of protection against such con- 140 
tingencies. 

All or some of the influences cited in the 
foregoing have had their varying effects 
already during the fourth quarter of 1948, 120 


as shown by the comparative quarterly sales 
and earnings data shown in Table III, 
though by way of contrast we have also 
listed companies which were not adversely 
affected at all up to the end of the year. In 
the latter instances, first quarter results will 
be more revealing. The impacts of current 
trends appear more pronounced in re- 
sults for quarterly periods ending January 
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PRODUCTION TRENDS IN BUYERS’ MARKETS 


1935-39 =100 


TOBACCO 






































































































































MANUFACTURED FOOD 
lA 
TA TEXTILES : fe 
ePcte fd 
240K qe4 T yi 
tae «+-}PAPER+— 
. 2 y 
LEATHER NS 
1947 i948 49 























APRIL 9, 1949 













































































TABLE No. Il 
Quarterly Sales and Earnings—Latest Quarter Ending February 28, 1949 
February 
1948 Quarterly Sales 1949 February 
February May August November Quarter 1948 Quarterly Net Per Share 1949 
$ million February May August November Quarter 
C lidated Textile $4.5 $3.8 $2.8 $2.2 ers $1.43 $1.43 $1.25 $.15 $.36 
Hunt Foods 5.0 6.0 9.4 13.6 rt ee al aE 42a 
Magnavox 7.9 4.0 a7 9.4 $7.0 81 21 .23 70) Se 
Masonite 9.4 9.7 8.9 9.4 VL 3.00 3.08 3.18 2.67 1.70 
Schenley Industries 0. «dN 90.0 96.1 145.7 ae 2.36 85 1.41 3.02 1.74 
Avco Mfg. Co. tok: 29.5 32.7 36.7 41.6 35.8 .28 21 wot Ys 14 
Mueller Brass 7.4 7.9 8.7 8.2 1.09 72 1.38 def.23 41 
Wyandotte Worsted ._.. 4.2 4.7 5.3 4.8 43 69 1.15 89 54 
a—Full fiscal year earnings to November 30. 














such as Westinghouse, General Electric, General 
Motors’ Frigidaire division, though in the latter 
cases this won’t be fully reflected until the second 
quarter. For the smaller producers, troubles started 
as early as last fall and have since become more 
pronounced. 

Take Servel, makers of gas-fired refrigerators. 
Quarterly sales reached a $20.5 million peak during 
the July quarter of last year, then slid to $16.9 mil- 
lion in the October quarter and to $8.6 million for 
the quarter ending January 31, 1949. Though de- 
spite the volume decline in the October quarter, per 
share net then exceeded that of the July quarter, the 
January period produced a deficit of 29¢ per share 
whereas a year ago, earnings amounted to 52¢. 
Eureka-Williams, in the vacuum cleaner field, for 
the January quarter also reported a sharp decline 
in sales which were only $1.6 million as against $4.9 
million in the like period a year earlier; whereas 
the latter produced net per share of 15¢, there was 


a deficit of 33¢ per share for the January 1949 
quarter. Emerson Electric during the fourth quar- 
ter of 1948 netted only $258,000 vs. $472,000 a year 
earlier ,though sales were slightly higher in the 
more recent period. York Corporation in the fourth 
quarter experienced an over 50% drop in profits on 
an 11% decline in sales, compared with a year ago, 
illustrating the workings of high break-even points. 
Emerson’s earnings however reveal distinct im- 
provement over the third quarter, indication that 
break-even point problems are being mastered. 
Elsewhere we find that Apex Electrical Mfg. Co. 
which cut production drastically some time ago, 
recently omitted action on the common dividend 
while the company is trying to re-align its business 
for profitable operations by mid-year. Earnings for 
the first nine months of 1948 were $4.32 per share 
compared with $3.40 a year before. However, 
fourth quarter sales dropped to $5.5 million from 
$9.2 million in the third (Please turn to page 46) 






























































































































































TABLE No. Ill 
Quarterly Sales and Earnings—Calendar Year 1948 
1948 Quarterly Net Sales: 
($ million) 1948 Quarterly Net Per Share 

Ist 2nd 3rd 4th Ist 2nd 3rd 4th 
Amalgamated Leather ......... $2.7 $2.2 $2.0 oy ee $.59 4 $.13 4 
American Stove ........ 6.9 7a 7.6 8.0 $.44 def.37 $.29 70 
American Woolen ........... 48.9 55.6 47.6 45.7 5.01 2.95 231 5.88 
Apex Electrical Mfg. .. 2.7 9.7 9.2 5.5 1.43 1.30 1.59 def.07 
Belding Heminwey ....... = 6.2 4.8 4.5 5.6 1.10 94 69 52 
ee 2 ee 57.3 By.7 54.6 58.7 1.63 1.86 1.50 1.62 
Ce So SY ¢) ee eee ea 12.6 2.5 3.1 14.4 aes def.46a = 1.364 
Easy Washing Machine .. 11.3 10.9 13.5 (Al 1.60 1.34 1.83 15 
Ekco Products ............ 8.2 6.7 7.2 8.7 82 50 56 1.05 
Emerson Electric ... 7.1 7.8 7.1 6.8 91 93 19 52 
Florence Stove cece ccceeecnee " 6.5 7.3 7.8 7.0 1.57 1.84 1.85 88 
General Foods .......... 120.0 104.5 112.3 126.5 1.42 99 1.13 70 
Goodyear Tire & Rubber 163.2 182.8 185.9 172.8 Boe aed CO ae 4.094 
Industrial Rayon 12.9 13.0 14.2 14.9 1.91 1.92 2.04 2.44 
National Distillers i e-cccee cco 73.7 78.1 74.7 125.0 69 71 56 1.41 
Norwalk Tire & Rubber. 1.4 1.2 1.7 1.8 ree def.29 def.05 .06 
Pacific Mills 29.9 27.0 26.1 29.6 3.15 3.08 2.60 2.85 
Procter & Gamble 180.5 199.2 190.8 178.2 1.87 1.58 2.06 1.98 
Publicker Industries 38.4 31.1 33.5 O79 58 46 AUC 81 
Rheem Mfg. 14.1 13.6 16.3 14.7 70 81 88 64 
Standard Brands 72.9 73.2 67.9 69.6 .86 .60 19 .40 
Textron 32.8 24.0 19.1 23.0 1.68 1.52 94 1.63 
York Corp. 11.8 16.0 15.8 11.4 50 85 75 mY A 

a—Semi-annual earnings. 
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By GEORGE W. MATHIS 


Few that most corporations have issued their 
1948 annual reports, investors generally have had an 
opportunity to study last year’s results of com- 
panies in which they are interested. To facilitate it, 
managements in increasing numbers have greatly 
improved the presentation of their operations and 
financial condition so that shareholders could form 
a clearer picture. While earnings and dividends gen- 
erally command more widespread interest than 
shifts in balance sheet items, the latter assume in- 
creasing importance at a time when size and shifts 
in liquid assets and inventories can become increas- 
ingly important both as to earnings and dividend 
potentials. It seems appropriate, accordingly, to dis- 
cuss the significance of corporate liquid resources at 
present, as related to the current outlook. 

This subject assumes heightened significance 
today in view of the spectacular gains in volume 
and size achieved by so many enterprises during 
the record postwar boom. Large scale expansion and 
modernization programs have swelled the stature of 
numerous concerns impressively. During this 
marked trend, a major problem has been to create 
and maintain adequate working capital as more and 
more cash was needed to finance construction, pur- 
chase equipment and to accumulate inventories at 
steadily higher prices. How successfully this aim 
generally was accomplished is a tribute to manage- 
ment ingenuity which will continue to be needed in 
coping with the new problem of adjusting opera- 
tions in a period when production has caught up 
with abnormal demand, when reduced sales and 
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earnings are in prospect and 
when inventory losses may 
have to be faced. 

While the weight and impact 
of these problems will vary, it 
seems clear that the compdsi- 
tion and amount of liquid re- 
sources is undergoing severe 
scrutiny in every executive 
office. The rapid evaporation 
of backlogs and a sharp drop 
in incoming new business ex- 
perienced by many concerns 
has left them with heavy inven- 
tories that may have to be 
moved by price concessions. 
Although ample provision for 
inventory losses may have been 
made by establishment of 
special reserves, their utiliza- 
tion necessarily would consti- 
tute a drain on working capi- 
tal. Additionally, numerous 
concerns have considerable ex- 
pansion and modernization pro- 
grams yet uncompleted. To pay 
for these, substantial amounts 
of cash must be transformed 
into fixed assets as the year 
progresses. For all these rea- 
sons it is well to study 1948 
balance sheets with consider- 
able care. In some cases, im- 
portant shifts in liquid asset 
positions might readily affect 
future dividend potentials. 

The basic financial position 
of innumerable companies has 
been so strengthened by eight 
years of exceptional prosperity as to make correc- 
tions of working capital impairment, should they 
occur, a fairly simple matter. Generally, however, 
we find that current ratios at present are quite satis- 
factory in the great majority of instances. 
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Composition of Current Assets 


Not only the current ratio per se is a significant 
factor, but the components of current assets as 
well. Instances may be found where a seemingly 
satisfactory current ratio of perhaps 3 to 1, for 
example, loses significance if the preponderant ele- 
ment consists of inventories. The proportion of cash 
holdings or marketable securities in the over-all 
figure counts heavily in a study of this kind. When 
sales are large and substantial sums must be dis- 
bursed for materials and wages, bank balances have 
to be very substantial. 

Also when special reserves of one kind or another 
have been established from retained earnings, to 
some degree it must be assumed that a correspond- 
ing amount of cash should be earmarked for their 
potential use. Policy in this respect sometimes shows 
wide variation among different managements. Be- 
sides these factors, it should be realized that sizable 
cash balances might shrink fast if contracts have 
been let for further expansion of facilities. If there 
is dependence on earnings to pay for these improve- 
ments and sales suddenly decline, ready cash would 
become quite a problem. At such a time the urge to 
liquidate burdensome inventories at a possible loss 
would be intensified. 
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To establish general yardsticks, it will be useful 
to look at a composite picture. The National City 
Bank of New York has compiled some interesting 
statistics to show the composite balance sheet of 150 
representative manufacturing concerns as of De- 
cember 31, 1948. These figures reveal that despite 
a record year of volume and earnings, the current 
ratio of this group held on an exactly even keel of 
3.2, the same as in 1947. In other words, while cur- 
rent liabilities expanded by about $125 million, 
current assets swelled by about $250 million to 
keep the ratio stable. Considering that outlays of 
some $575 million for plant and equipment were 
made last year, although funded debt was increased 
by only $131 million, this reveals that no less than 
$444 million were obtained from retained earnings 
or from sale of capital stock. Combined working 
capital of $3.5 billion at the year-end compared with 
$3.3 billion the year before and $1.5 billion in 1940. 


Change in Cash and Securities Holdings 


A further examination of the figures shows that 
cash balances of $764 million compared with $846 
million in 1947, the reduction influenced by large 
expenditures for fixed assets, an inventory expan- 
sion of $294 million and by an increase of about 
$191 million in Government securities in anticipa- 
tion of larger taxes. Net receivables showed virtu- 
ally no change during last year, remaining at $1 
billion. ' 

While the extraordinary growth in working capi- 
tal achieved by this group since 1940 strongly forti- 
fies it against any forthcoming recessionary influ- 
ences, considerable significance rests in the diverse 
trends in the proportion of cash and inventories to 
current assets. Eight years ago, cash represented 
25% of the total and inventories just about 50%. 
At the end of 1948, the cash percentage shrank to 
14.5% while that of inventories rose to 54%. Hold- 
ings of Government securities of course expanded 
tremendously, but as most of these undoubtedly 
were offset by tax liabilities, the gain loses 
significance. 

Of equal interest are shifts that have occurred 


in the ratio of cash to inventory values in the course 
of eight years. Where formerly the amount of cash 
was about half as high as that of inventories, at the 
end of 1948 the percentage was reduced to 27%. In 


relation to last year’s record volume, inventories at 


the year-end were lower than in prewar, but if in- 
dustrial sales should drop incisively a different pic- 
ture might emerge. 


Widespread Internal Financing 


In contrast to other periods, on the other hand, 
these corporations have now financed only 10% of 
their inventory accumulations through bank loans. 
This has made for an eminently sound position, 
because in the event of rapid inventory liquidation, 
only a minor portion of the proceeds would have 
to be used for debt retirement, with the bulk going 
to swell cash balances. Further encouragement is 
afforded by the fact that so many large concerns 
have now completed their postwar expansions or 
improvement programs. Hence working capital will 
be under less pressure to provide construction funds, 
while if sales level off on a plateau somewhat lower 
than last year and earnings decline, ample liquid 
assets can be counted on to absorb temporary oper- 
ating losses and yet remain adequate for continuing 
business at a lower level. Indeed these prospects 
for reduced working capital needs in many cases 
may result in distribution of a larger share of 
earnings than in recent years, despite a downtrend 
in net earnings. 

The composite picture we have been discussing 
naturally may vary greatly from the showing of 
many individual concerns. It is only by studying 
the latter that investors can gain an insight into 
the position of companies in which they are inter- 
ested. To assist in this direction, we append a table 
listing 30 large concerns showing the composition 
of their current assets at the end of 1948, and the 
changes that have occurred since 1947. In compiling 
these statistics we have purposely selected com- 
panies from a number of different industries in 
order to present a broad cross section of industry. 
Inter-company comparisons, accordingly, are not 
always feasible because of basic operating varia- 
tions. Our comments from now on will be confined 
to some of these individual situations. 


Inventory Positions 


Main interest centers on concerns with inven- 
tories either large or relatively small in proportion 
to sales or current assets. Among others in these 
categories, Allis-Chalmers is an interesting example. 
Over a ten-year period volume of this concern has 
grown from $78 million to $328 million, total assets 
have expanded about two and a half times to nearly 
$254 million, and working capital has increased 
from $50.7 million to $125.3 million. Because turn- 
over of agricultural and electrical equipment is 
fundamentally rather slow, inventories at the end 
of 1948 represented about 38% of sales, and 61% 
of total current assets. Both of these percentages, 
though, showed sharp improvement over 1947 be- 
cause of record production and sales. 

Besides this, the company’s combined holdings of 
cash and marketable securities increased last year 
by more than $16 million, a gain of practically 
100%. But the current ratio declined slightly from 
3.2 in 1947 to 2.6 in 1948. (Please turn to page 42) 
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What Prospects for res 


INFLATIONARY REVIVAL? 


—AS GOVERNMENT FISCAL FACTORS 
NOW TEND TO COUNTER DEFLATION 


By J. S. WILLIAMS 


y 0 most people, the combination of filled pipe- 
lines, slowing business, declining prices, and demand 
falling below productive capacity in many lines will 
seem an obvious and sufficient answer to the ques- 
tion posed in the title above. Though official Wash- 
ington, up to recently anyhow, has stuck to its 
contention that the danger of inflation is far from 
gone, recent developments have upheld the general 
impression that inflation has definitely passed its 
peak and that we are well on the road to deflation. 

There is little that one can say to the contrary; 
deflationary evidence is too numerous and has be- 
come too forceful. Still it is a curious fact that infla- 
tionary threats have not entirely disappeared from 
the scene. This because the Government’s fiscal pol- 
icy, quite deflationary in effect in recent months, 
promises to take a distinctly inflationary turn in the 
future. Depending on a number of circumstances, 
this tendency could become quite pronounced. The 
big question which no one as yet can answer, is: To 
what extent will this offset deflationary tendencies? 
Can or will it be strong enough to turn the trend 
back towards active inflation ? 

Back of all this is the prospect that from now on, 
the Treasury is likely to run monthly cash deficits 
which may well reach major proportions by the end 
of the year. For the first quarter of 1949, there may 
be a cash surplus of about $4 billion reflecting the 
strong seasonal concentration of tax receipts during 
the first three months. Since the Treasury during 
this period is taking away from people and from 
business billions more than it is paying out to them, 
it is bound to have a restraining (let’s call it defla- 
tionary) effect on the economy. However the surplus 
will not continue. With expenditures subsequently 
rising and tax collections falling off, cash deficits 
loom ahead. The Government will pay out more than 
it takes in and this, at least theoretically, is inflation- 
ary or will tend to counter deflationary influences. 
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The accompany- 
ing chart of the 
Treasury’s month- 
ly cash income and 
outgo shows the 
fluctuations that 
have occurred in 
the last two years. 
It clearly indicates 
the seasonal excess 
of income during 
the initial three 
months, and there- 
after either a 
strongly narrowing 
margin of excess 
income or else occasional excess 
outgo, meaning cash deficits. The 
situation this year will differ in 
so far as deficits will be the rule. 


surpluses is over. 

The surpluses have been ex- 
erting a restraining effect on 
inflation for almost three years. 
In the 1947 fiscal year, the cash 
surplus amounted to some $6.7 
billion and rose to $8.9 billion in 
fiscal 1948. During the fourth 
quarter of 1948, as the chart 
shows, the Treasury has been 
running deficits, a trend reversed in January, 1949, 
because of heavy mid-month income tax payments. 
The unusual amounts of social security taxes and 
withheld income taxes transmitted in February pro- 
duced another cash surplus, as did of course the 
heavy mid-March income tax payments. But though 
a cash surplus has accumulated during the first nine 
months of the current fiscal year, it will be sharply 
reduced or eliminated in the next quarter. 


The Budgetary Outlook 


On a budgetary basis, the Government finished the 
first eight months (to February 28) of fiscal 1949 
with a deficit of $735 million, making no allowance 
for the $3 billion Marshall Plan funds set aside from 
last year’s big surplus. Of these $3 billion, $2.2 bil- 
lion were spent during the eight-month period, leav- 
ing a technical surplus of $1.47 billion. But that sur- 
plus will now vanish fast since the budget picture 
ahead is one of steadily rising expenditures and de- 
clining revenues. On basis of the President’s calcu- 
lation which ignores the Marshall Plan set-aside, 
fiscal 1949 may wind up with a deficit as high as 
$114 billion though if one includes the set-aside, 
there will be a bookkeeping surplus of $13, billion. 
What’s worse, however, is the outlook for the 1950 
fiscal year which is definitely less promising. It poses 
problems of the first order, and in more than one way 
as we Shall find as we go along with our discussion. 

Preliminary estimates for fiscal 1950. anticipate 
net receipts of $40.98 billion and net expenditures of 
$41.85 billion, pointing to a deficit of $873 million. In 
view of the budget’s over-all size, this is no great 
shakes, but it is also a minimum based on a number 
of assumptions which no longer appear to hold good. 
As it may turn out, the indicated 1949 deficit may be 
no more than a foretaste of what is to come in 
fiscal 1950! 
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Even with only a moderate business decline, reve- 
nues could drop substantially below estimates. With 
its heavy dependence upon income taxes, the budget 
has never been so sensitive as it is now to even mod- 
est changes in production and prices. Declines in 
either will find prompt and adverse reflection in 
sales, taxable earnings and corporate income taxes, 
quite apart from lower individual income taxes due 
to growing unemployment. Thus much will depend 
on business conditions which in turn will determine 
income tax collections. The latter certainly would 
plummet in the event of a full-blown recession; at 
the same time, expenditures would sharply increase. 
If farm prices fall much below present levels, parity 
payments will rise steeply. Should unemployment 
mount further and substantially, direct Government 
aid would be inevitable and expensive. Revenues, in 
short, can only come up to estimates if national in- 
come holds up, and most observers anticipate at least 
a moderate decline this year. 


What’s Not Included 


Secondly, estimated outgo makes no allowance for 
the cost of assisting the re-arming of Western Eur- 
ope under the North Atlantic Pact. First year’s costs 
may come to between $11, billion and $114 billion 
and will widen the budget deficit by just that 
amount unless offset by higher taxes or Government 
economies elsewhere. 

Similarly not included in the budget for fiscal 
1950 is the cost of further expansion of the air force, 
virtually certain to be authorized and if so, it must 
be implemented. This may cost another billion dol- 
lars, according to tentative Washington estimates. 

Altogether, assuming the most favorable condi- 
tions which would rule out even a moderate business 
recession with its incisive tax implications, the out- 
look is for a 1950 budget deficit of about $3 billion 
though it could be bigger, depending on business 
trends. Unless offset by new taxes, it will call for re- 
sumption of deficit financing, and this is inflationary. 

It is a problem that poses a difficult choice. There 
is increasing sentiment against raising taxes at this 
time, based on fear—and with some reason—of the 
deflationary effect of such a step at a time when the 
boom is weakening and business already tending 
downwards. Should anything like a slump develop, 
even tax cuts cannot be entirely ruled out as 





grow, the impending tax battle is bound to become 
hot. Those who oppose any tax increase must either 
find some way of substantially reducing Government 
spending or else be regarded as champions of deficit 
financing. Few if any would like the latter; and the 
former will be immensely difficult unless it is done at 
the expense of foreign aid outlays, a course that 
would hold its own dangers. 

Above, all, however, the budgetary situation high- 
lights the stake which Government has in maintain- 
ing a healthy and prosperous economy. It simply 
cannot afford anything else unless it wants to court 
immediate and immense complication of the fiscal 
outlook. It is well to remember that about one fourth 
of Federal receipts have latterly been coming from 
corporate income taxes. Smaller corporate profits, 
whether due to declining business or anti-business 
policies, would hit tax collections quickly and hard 
while Federal expenditures would go on and might 
even increase. 

Any large excess of spending over receipts in the 
early phase of a cyclical business downturn is a new 
force to reckon with when appraising the economic 
outlook. While it may not turn the clock back to 
active price inflation (the prospective amount in- 
volved is hardly sufficient for that though we can- 
not know for sure), it should help slow the decline in 
business by sustaining consumer purchasing power. 
In short, it may at least retard if not halt deflation; 
but by postponing price declines it would also defer 
completion of the economic readjustment process 
currently under way. By stabilizing business, shorter 
term implications thus would seem to be construc- 
tive, but it would still leave us with the task of com- 
pleting postwar readjustment, deferring the day of 
a return to sound prosperity based on normal and 
non-artificial factors. 


Difficult to Appraise 


Withal, what we face is a situation full of poten- 
tialities which cannot be properly appraised in ad- 
vance. Much depends on the actual amount of deficit 
spending, and what the money is spent for. If a siz- 
able part of our defense funds, and particularly 
those to be earmarked for European rearming, 
should be spent on a rounded out defense, it may 
well happen that burdens (Please turn to page 44) 





a possibility, particularly in the field of ex- 
cise taxes in lines where price resistance is 
affecting sales. If so, this would further de- 


CASH INCOME AND OUTGO OF THE U. S. TREASURY 
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crease revenues. 
Deficit Spending vs. Higher Taxes 


But even without tax reductions of any 
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kind, the Government is virtually certain to 6 
spend more than it collects since Congress is 
loathe to raise taxes at this time. In the cir- 


cumstances, deficit spending could reach con- 4k 


siderable proportions under currently fore- 
seeable conditions. Beginning this month 
there will be a heavy seasonal falling off in 
tax collections for the rest of the year while 2 
expenditures will rise in view of larger mili- 
tary and foreign aid outlays contemplated. 

















The latter will have the same effect as pump- 04 
priming. 
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With concern about the budget likely to 
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NEW CONGRESSIONAL PROBES 


By E. K. T. 


CONGRESS didn’t get around to the policy of “be- 
ginning each day with a prayer and a probe” during 
the 80th Session, but it gave the democrats a scare. 
Now that the “dems” are back in control, they are 





WASHINGTON SEES: 


Frowned upon from the beginning by leaders of 
his own party as well as by republicans, President 
Truman's proposal for government-financed ex- 
pansion of steel plants can be put down now as 
beyond possibility of serious consideration. 


Several groups in congress (supporters of the free 
enterprise system, state’s rights advocates who 
want functions of the federal government strictly 
limited, and just plain anti-Trumanites), were 
numerous enough to defeat the idea on a vote test. 
But it was the early prospect of steel supply over- 
taking demand that dealt the final blow. 


Proof that there is no pressing need for added 
capacity is found in official government action. 
Tonnage allocated for military and for first prior- 
ity nonmilitary purposes under the voluntary con- 
trol program, is exceeding withdrawals and the 
spread is increasing. Already there have been 
minor cuts; slashes will follow. Long-range fore- 
casters here see steel in surplus supply within a 
year. 


The production statistics point to where credit is 
due—the industry: 1940, 67 million tons; 1945, 
79.7 million tons; last year, 85.5 million tons; this 
year (estimate) 90-plus million tons. 


Against these telling facts, congress will be un- 
willing to indorse a plant expansion program which 
apparently isn’t needed, would take years to com- 
plete, and in the meantime would draw heavily 
upon finished steel supplies for its construction. 





16 


determined to beat their rivals to the punch, it 
seems, and are pre-empting the investigative field. 
New studies launched in March included: consumer 
food prices; fiscal affairs of the U. S. Maritime 
Commission; United States commercial air line op- 
erations; domestic land and water transportation; 
radio, telegraph, and telephone communications. 
Democrats will head each probe, have committee 
majorities for each. 

COURAGE was required by the Hoover Commission 
to recommend a thorough overhauling of the fed- 
eral hospital system, for two reasons: 1. Any sug- 
gestion for lessening of medical services is bound 
to bring violent reaction from veterans and their 
friends—genuine and political. 2. It is estimated 
that one of each five persons in the United States 
today is eligible for federally-paid hospitalization. 
That includes, as its largest group, dependents of 
war veterans. But there are 40 agencies now en- 
gaged in medical services, spending 2 billion dollars 





annually—demonstrably wasting much of it. Ques- 
tion: will congress duplicate the commission’s 
courage? 


DEMOCRATS appear to be readying a family fight 
with personages of no less political stature than 
President Truman and National Committee Chair- 
man McGrath taking opposite view of the work of 
the Hoover Commission on Government Reorganiza- 
tion. The President has publicly acclaimed the re- 
port. Comes now McGrath to charge that the Com- 
mission is engaging in political propaganda, has 
hired “big business” firms to investigate the gov- 
ernment, is debating federal policy, and is employ- 
ing “NAM-GOP campaign type generalities.” 


PROPOSAL that an absolute guarantee against loss 
be given to American investors in business enter- 
prises in Marshall Plan countries has been attacked 
with a vigor that bodes its defeat. The opposition 
cites the idea as one which is a poor disguise for 
nationalized enterprise, such as exists in England 
except that the government would take all the 
risk, reap none of the profit. Experience of the 20’s 
in Latin America, and a decade later in Central 
Europe are being paraded as a warning of what 
could happen under this “guarantee.” 
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With spring and thoughts of possible deflation 
in the air, the minds of municipal lobbyists in the 


4 Wy Capital are turning to thoughts of federally-financed 




















public works. And there is encouragement for job- 
making state and local construction, federally-aided. 
It comes mostly, naturally, from the agencies which 
would handle it. Behind the Administration's willing- 
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Ga To. ness to compromise on the housing bill was -=- in part at 


least -- the recognition that the construction industry 
and those who depend upon it would be vitalized. 
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rent dwelling units to 50,000 a year, or speed it up to 
250,000 a year, as economic conditions dictate. There 
is sentiment, where it counts, in the halls of congress 
where talk is heard about increased federal-aid highway programs and airport con- 
Struction, and for additional hospitals. 




















Business organizations, sensing the trend of official thinking, are becom- 
ing somewhat worried. They are reminding committees that high rates of production 
and consumption can be maintained only if government expenditures, and taxes, are 
reduced. Chief target is the idea of "making" jobs, the instrument used in the past 
to ease hard times. President Truman's messages to congress in the early days of 
the session veered from the idea of heavy appropriations for these purposes. But 
that was three months ago; there was no talk of deflation then. 





























The "Mayors' Lobby" (U. S. Conference of Mayors) meeting here late in 
March, heard the message they sought from Maj. Gen. Philip B. Fleming, Administrator 
of Federal Works Agency: "I am hopeful that a well considered measure giving sub- 
Stantial (Federal) assistance will be enacted. If this assistance is properly 
coordinated with the Federal aid to highways, there will result the impetus needed 
for large urban redevelopment programs." And, more interesting to the eagerly 
attentive municipal government heads was this comment by the Administration: "Even 
after the program is fully under way it will take many years for complete 
accomplishment." 


















































This is the situation that exists, and the prospect Fleming and the mayors 
would have the federal government face, and finance: projects which have reached the 
blueprint stage -- federal, state, and municipal -- total 4.5 billion dollars, about 
1 billion dollars of which is federally-financed. If private construction should 
fall off this year by 50 per cent (to be expected if there is a recession), the 
federal government would have to dip into the Treasury to the tune of 11.6 billion 
dollars warth of public construction to maintain employment. What that would do to 
tax legislation is obvious. 



































It can hardly be catalogued among "Business Opportunities," but the in- 
auguration of President Truman was a financial success as well as a social and 
political extravaganza. The committee in charge of the program has returned 100 per 
cent of the fund guarantees to sponsoring hotels, merchants and civic groups. There 
will be a small balance -- it would have been a large one had the committee not been 
so confident of friendly treatment at the hands of a congress of Mr. Truman's party. 
The lawmakers refused to waive federal admission tax on seats along the parade route 
-- after the tickets had been sold as tax free. 


























APRIL 9, 1949 17 












Increased food production in Western European countries, encouraged by 
ECA, is beginning to backfire against exports. And unwillingness of United States 
producers to sell except for dollars, is further slackening movements overseas. 
However, food no longer is of prime importance to ECA-beneficiary countries. They 
want machinery and industrial raw materials. 

















Meanwhile, Commerce Department holds that export Controls still are 
needed, the drop in shipments notwithstanding. It is argued that the authority to 
control is necessary to allocate some short supply commodities, and also to aid in 
building stockpiles of strategic materials. A complication will arise if congress 
carries out its threat to stop making dollars available to the United Kingdom to 
finance wheat purchases from Canada while surpluses exist in this country. In such 
an event, Canada probably would have to curtail its purchases of foods here. 




















Delaying actions on Capito] Hill, notably the filibuster, have laid low 
the Truman program of civil rights legislation and only time will tell whether the 
coalition that won the talk-fest will remain united against other White House 
proposals. In any event, legislative deadlines even on non-controversial matters 
can be achieved only by assignment of priorities based upon demonstrated need or 
nearness to legal expiration dates of statutes now on the books. Appropriations 
and tax bills can wait until June 30, and some of the former will overlap, resulting 
in "pay holidays" for many employees of the federal government. 
































Record high production of steel and virtual disappearance of the grey 
market for the product, has resulted in freeing of more materials to provide cans 
for coffee, pet foods, and beer. Tin still is in short supply, but limitations upon 
its use by packagers has aided building the stockpile. Government offices say they 
have been assured the steel industry will meet all requirements, including export, 
by the third quarter of 1949. No downward adjustment in price is expected. 
































Processors and distributors of foods will be hearing shortly from Senator 
Maybank, South Carolina democrat. The senate's banking and currency committee 
chairman has decided to tackle investigation of food price fluctuations personally, 
and the first field of. exploration will be: why have lower prices to the farmer been 
so long making their impact felt on consumer purchases? Cabinet members and depart- 
mental experts, as well as consumers counsels, will fill volumes of the record 
before the "accused" middle-men are given the opportunity to defend. Significant 
fact is that the full committee, not a subcommittee, will conduct the probe. 






































The North Atlantic treaty is presented as a pact to promote international 
understanding by peaceable means -- but congress is wondering why that objective and 
method is accompanied by so many requests for American munitions. The arms program, 
alone, runs to 1.8 billion dollars, not counting transfers of "obsolete" materials 
to signatory countries overseas. Another Capitol Hill worry: to what extent would 
such shipments interfere with the movement of nonmilitary goods to Europe? And, it 
is being queried, will the munitions fall into the proper hands or will there be a 
repeat of the experience in China, where Communists latched on to about 90 per cent 


of the shipments? 



























































Congressional fears are being Somewhat dissipated by the tacit understand- 
ing that General Ike Eisenhower will be given a leadership role in carrying out the 
militarizing of Europe under the Atlantic Pact. Confidence is expressed that the 
former Chief of Staff will temper military strategy with the diplomacy which he has 
demonstrated in the past. All of which lends credence to current reports that 
Eisenhower will not return to the scholastic scene at Columbia for a considerable 
length of time, that his "leave of absence" will have one, or several, extensions. 
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By V. L. HOROTH 


* he casual visitor probably sees little wrong 
with the present situation in Argentina. The coun- 
try appears to be prosperous, bustling with activity, 
and most of the people are making money — two, 
three, <nd even four times as much as they did be- 
fore the war. Food is plentiful and relatively cheap. 
In fact, Argentines are now consuming the steaks 


that normally would be exported. Judged by the ac- 


clamation given in the daily press to President Juan 
L. Peron and his charming wife Evita, the Govern- 
ment is well entrenched and as popular as ever. 

This, however, is only the surface. A little inves- 
tigation shows that the activity is of a feverish, in- 
flationary type. Prices of fabricated products are 
rising steadily. Real estate may be booming, but the 
desire on the part of the people to protect them- 
selves by holding property has much to do with it. 
A talk with a businessman, or a farmer from the 
pampas, or even a worker from one of the many 
factories that have mushroomed on the periphery 
of the magnificent city of Buenos Aires, would reveal 
a kind of premonition, a feeling that things cannot 
go on indefinitely at the present pace, and that a 
“nay-off” is inevitable. 

Farmers and cattle raisers in particular are dis- 


' couraged. They are forced to pay high prices for 


locally manufactured equipment and fabricated 
products, while the famous [API—the Government 
Trade Promotion Institute, holding the export 
monopoly for the leading Argentine products — is 
buying up their products at prices far below those 


' ruling in the world markets. Farmers are hardly 
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making ends meet, 
since on the top of 
everything, the social 
laws which are now 
extended to farm la- 
bor have added ma- 
terially to production 
costs. 

Falling prices of 
foodstuffs and primary products are also a source of 
concern in rural areas. The disposal of large stocks 
of wheat, hides, wool, linseed, and other commodi- 
ties, held by the IAPI, would probably accelerate the 
downward trend. Faced with uncertainties, farmers 
and cattle raisers have been restricting their 
operations. As a consequence, a drop in the pur- 
chasing power of rural areas is almost inevitable, 
and in turn, this must affect other activities in 
Argentina. 

Argentine businessmen, particularly those en- 
gaged in foreign trade, have their own worries. 
Faced with practical exhaustion of gold and dollar 
reserves, and the necessity of adjusting purchases 
in the United States to current dollar earnings, the 
Argentine Government has been tinkering with the 
peso exchange rate and classifying, cancelling and 
readjusting import permits. There is uncertainty as 
to the future of the peso. Acting on the theory that 
“what one does not know, does not hurt,” the Peron 
Regime last June suspended the publication of for- 
eign trade figures. Most of the available fiscal, finan- 
cial and industrial statistics are at least half a year 
old. And to make the Central Bank’s foreign ex- 
change holdings look more favorable, they were 
combined with those of the IAPI. 
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Yet, despite all the efforts to plug 
the gap in Argentina’s balance of 
payments with the United States, 
and the intervention against the 
black market in dollars, there has 
been a steady weakening of the cur- 
rency which at present is quoted at 
about 9 to 11 pesos to the dollar. 
Devaluation rumors have been per- 
sistent. If and when the devaluation 
comes, it will most likely take the 
form of readjustment of the “multi- 
ple’ rates assigned to various 
classes of imports. For instance, the 
peso rate assigned to luxury imports 
will be dropped more than the peso 
rate for essential imports. 

There is also evidence of increas- 
ing restiveness on the part of the 
organized labor groups although, 
next to the Army, labor has been 
the chief beneficiary of the Peron 
Government “reforms.” On paper 











United States Trade 
with Argentina 


(in millions of dollars) 


United States Exports to Argentina 








1946 1947 1948 
eee ine = $9 $32 $51 
=) Se, 36 48 
a st 67 49 
Rn 49 47 
io... 15 72 38 
ae... ae 58 27 
|) pees _ 54 22 
Aug... 20 74 17 
Sept. nn. 13 65 19 
et ns ae 60 20 
MOV. ccs. 28 58 15 
Dee: 2... + 288 57 26 


United States Imports from Argentina 





: . based 
strictly. Unfortunately this was not§ would 
the case. were S 

Altogether, American business for a 
men who are acquainted with tha arger 
Argentine situation appear to agree prices 
on only one point: That the country§ meat, 
has reached a turning point and§ [jinsee 
that, to avoid collapse, present eco-B time a 
nomic policies must be changed the wo 
drastically and inflation arrested) {API ; 
But opinion is divided as to who is 
to carry out these changes. Some | 
people would like to see re-establish- 
ment of a democratic regime, and 
the return to private hands of trade 
now monopolized by the IAPI. 
Others say that the resignation or 
ouster of President Peron would 
only make matters worse. Their fear 
is that in such an event, extremists 
of the Right or the Left might get) chasin 
into power, and that things then’ that b 
might become considerably more world 
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Argéntina, besides Mexico and Uru-_ [J0". ----- $17 $16 $32 difficult.  ineligi 
guay, is one of the most socially ad- |} Feb... 9 17 18 What got Argentina into the pres-| when 
vanced countries in Latin America. [||Mar. ~~~ 15 9 20 ent mess? What mistakes must be) other 
However, despite labor’s favored |/Apr.--—-.-- 18 13 13 undone? First, there was the over-) was t 
position and governmental exhorta- |]/Mey -...... 15 19 12 estimation of Argentine resources.) of Fek 
tions, strikes have been growing |j/June —.... 18 15 18 Aiming at the establishment of Ar-} of onl 
more frequent, and there has been fiJuly —--- 14 i 16 gentina as a new power in the world,) (larg¢ 
a drop in productivity. AUg. mee 14 6 16 the Peron Government launched a) [n co. 
The chief reason for the dissatis- | Sept. -..... WN 7 10 far too ambitious Five Year Indus-| gated 
faction has been the rising cost of  |/ Oct. -........_ 14 12 10 trialization Plan that was to cost’ The 
living. As in the case of the busi- . || Nov. 23 13 7 some 6 to 7 billion pesos at the time} out fo 
ness statistics, the Peron Govern- |/Dec 27 17 10 when the country was on a buying! stocks 
ment has published no data on spree, and when it was liquidating a time 
wages or the cost of living since last foreign debt or repurchasing for-) large 
summer, undoubtedly fearing that they would show eign investments to the tune of several billion pesos.’ make 
up the drop in real wages and thus add fuel to the The second major mistake has been the bungling of} 1948 ¢ 
growing discontent. Argentina’s postwar opportunity to capture and was ¢ 
The future relations between the Perons—the hold foreign markets—largely the policy of Miguel) fused 
President and his wife — and organized labor are of Miranda, up to January 27, 1949, President Peron’s’ other 
crucial importance. Comments the London Econo- chief economic boss and the power behind the IAPI.} The 
mist: “Their rule depends on a predominently right- fa. ' gentir 
wing army, which backs them just because they have Five-Year Plan Bogged Down ' rathei 
hitherto succeeded in keeping labor under control, | are se 
and that they have done it by following up eloquence The Five Year Plan of which recently less and! ket g 
with practical social reform. ... Without the sup- less has been heard, aimed at transforming Argen-| the U 
port of the army, Peron’s position would be pre-_ tina from a predominantly agricultural economy into! forme 
carious; but without the support of labor he would an industrially self-sufficient country. The Plan was’ year. 
probably be ousted by the army.” in essence a public works program under which’ this k 
If inflation continues and labor loses some of its such natural resources as petroleum, coal, iron, non-' and | 
earlier gains, the future of the Peron regime will ferrous metals, hydroelectric power, etc. were to be! purch 

be at stake. Only drastic measures aimed at arrest- developed to promote the expansion of manufactur- | 

ing inflation can save it. ing industries. These industries were promised! 

special tariff protection, subsidies, import quotas, | 

implications for U. S. A. and other aid. 
The Plan has bogged down not only for lack of! power 
Whatever happens to Argentina will not be with- money—for vast quantities of capital goods were! Counc 
out repercussions in this country. Not only are im- to be imported chiefly from the United States—but | permi 
portant trade and investments involved, but also a also because of mismanagement and an insufficiency | ment 
short term debt to the U. S. business community, of skilled labor. Some of the equipment purchased | econo 
estimated at some $300 to $400 million. The bulk of here has never been used and may be seen rusting in | the P 
this debt represents payments due for merchandise Buenos Aires and other ports. The bidding for avail- | Econc 
shipped over the past two years. These funds have able labor has been an important factor contributing | sion ¢ 
been deposited with Argentine banks, but cannot be to the wage-production costs spiral. And many of | ing o 
transferred in dollars. The remainder consist of un- the locally fabricated products, for example nails, | ambit 
remitted dividends and profits due to U. S. investors. wire, tools, and structural steel, sell at prices two | shelve 
The accumulation of this irksome indebtedness could or three times as high as similar American items. of tin 
have been avoided had the Argentine authorities The misguided planning of Peron’s economists has | from 

budgeted their foreign exchange resources more been matched by IAPI trade policies which were 
APRI 
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based on the contention that buyers 
would ta! 71 — t long ee ens Argentina: Gold and Foreign Exchange 
were short of food and raw materials. . 
For a while, the policy worked and Reserves, Money, Prices and Trade 
Argentina was getting fabulous Dns ee >? Notes tal 
p *j r j ota ° in ‘ etai 
tated prices for her wheat, corm, hides, ny anon)" i. Depeitn ins Wag de 
, andi Linseed, for example, was sold at one z vn MI cc ett tad nae we 
; eCO- time ata price some 50 per cent above ae 22... og 473 1,063 1,488 % 102 100 
nged§ the world market and four times what || !9740 ——— |.446 416 1,072 1,404 110 102 103 
sted, IAPI paid to Argentine producers. 145 _..... 5.607 1,197 2,581 4,190 193 142 167 
ho is 1946 5,807 1,072 3,526 5,252 208 177 209 
Some Priced Herself Out of ECA 3,686 322 4,719 5,938 222 247 261 
dlish- 1948 
andi Argentina tried to justify the March _. 3,153 266 4,632 6,772 231 236 294 
trade) charging of exorbitant prices by June __ 2,786 202 5,085 6,986 248 Sas 349 
API, pointing out that she herself was Sept. ...._ 2,32! 166 5,561 as 250b 443 b 
NM Or} forced to pay high prices for fuel, ; 
vould} machinery, and equipment, and that e: — sas ‘ijn 
fear} she received in payment not dollars, in, me a pon a so nae — 
nists} but soft currencies of dubious pur- eo : = —— —— aad 
t get) chasing power. The point is, however, *—Monthly earnings b—August, 1948 
then! that by charging prices far above the 
more) world level, Argentina made herself : , 
‘ ineligible for ECA “offshore” purchases at the time shares of various manufacturing and trading com- 
pres-| when her products were needed. When wheat and panies quoted at the Buenos Aires exchange at a 


st be other foodstuffs began to be available elsewhere, it 


rces. 
' Ar- 


-/ was too late to profess cooperation. Up to the end 


‘of February 1949, ECA had authorized the purchase 
) of only about $5 million worth of goods in Argentina 


SMPTE: 


time when inflationary pressures should have car- 
ried them to new highs. 

The IAPI policies are also slated for revision. The 
Institute was asked to speed up the liquidation of 


orld,} (largely hides, quebracho extract and some wool). its commodity stocks, whether imported or for ex- 
ed a) In contrast, purchases allocated to Canada aggre- port. Peron has assumed wide powers over the Ar- 
dus-) gated $680 million. gentine economy and first steps have been taken 
cost) The result of the IAPI’s stupid policies of holding towards seizing all raw materials in the country and 
time! out for top prices has been an accumulation of huge parceling them out under Government order to keep 
ying) stocks of wheat, hides, tanning extract, and wool at all industries in operation. However, the statement 
iting’ a time when world prices are beginning to sag. The of Dr. Roberto Ares, the new Minister of Economy, 
for- large new crop of wheat and a new clip of wool that Argentina intends to return most of its foreign 
2SOs.. make things worse. Apparently the only country in trade to private enterprise, must be taken with res- 
g of 1948 to take the full amount of wheat contracted for ervations. This may be true for a few minor com- 
and! was Spain. Brazil, Italy, and Switzerland have re- modities, but control over the sale of principal ex- 
guel/ fused to take delivery not only of wheat but of port commodities is apparently to be retained by 
‘on’s) other products as well. the IAPI. 

API.) The United States, once the leading market for Ar- 


'gentine linseed, encouraged domestic production 
' rather than pay Sr. Miranda’s exorbitant price. We 
_ are self-sufficient now and Argentina has lost a mar- 





Improvement in U. S.-Argentine 
Trade Relations Sought 


The recent visit to Washington of our Ambassador 






































and} ket good for $50-$60 million a year. More recently to Argentina, Mr. Robert Bruce, is taken as meaning 
Ben-| the U .S. Army stopped buying Argentine meat; that the Peron regime is seeking to improve 
into) former transactions involved about $25 million a Argentine-American trade relations. An arrange- 
was year. Argentina has attempted to recoup herself for ment under which the unpaid accounts of American 
hich | this loss by charging more to European customers, banks and exporters are to (Please turn to page 41) 
10n-' and by insisting that Great Britain pay for her 

: be} purchases in dollars. 

ur- | : . 

al ii Aci Argentine Public Indebtedness 

tas, ' (in millions of pesos) 

_ The resignation of Sr. Miranda, new and wider National Debt Provincial Municipal 
< of | powers given to the Argentine National Economic Internal External Total Debt Dake 
rere} Council, and the straightening out of the import || 1936 2,562 1,241 3,803 ave ate 
but | permit mess are indications that the Peron Govern- |]1939 ........ 3,687 1,209  — we 
ncy | ment is aware that the time has come to revise its [/1942 _.... 5,3% 1,079 6,475 1,578 741 
ised | economic policies, if inflation is to be arrested and 1943 7,097 971 8,068 1,730 776 
yin) the Peron regime itself to survive. The National 1944 8,245 546 8,791 1,723 780 
ail- | Economic Council already has suggested the suspen- || 1945 9,402 497 9,899 1,788 784 
Ang | sion of newly planned public works and the balanc- |} 1946 __... 11,506 109 11,615 he week 
Eg —— the i ai - - gene ee that _ 1947. 12,903 104 13,007 ick a 
uls,} ambitious industrialization plans will be either ; ies 
two | shelved temporarily or spread over a longer period |] °°" jr dett after reduction of domestic “bonds, held. by. the 
;. of time. Evidence that the wind is beginning to blow Treasury"; 1947, Memoria Annual. 
has| from a different direction was the weakness of 
ere 
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ance is made for consistent enlargement of markets’ gaso 

for petroleum products. Without endeavoring to esti- 1942 

mate effects of technological developments in chemi-| [pn 1° 

cals — such as ammonia, acetylene, synthetic rubber,| back 

glycerine and a score of other essential products —' com 

consider for a moment the importance of gains in Sc 

major refined items like gasoline, kerosene, distillates | abou 

hy and residual oils. As trends in such products are ex- | tially 

Me : eters it becomes increasingly apparent that a the | 

a usiness recession or correction is unlikely to h illi 

wn ~ r y tohavea’ illic 

a seme s iat seriously depressing effect on cansumption of eurt: 

petroleum. the ] 

Unie most other major industries contending Gasoline consumption last year is estimated to has’ 
with deflationary economic forces, petroleum enjoys have registered an increase of about 48 per cent over erud 
the sustaining influence of a stong secular growth 1940 volume and a gain of 73 per cent over the pre-| 5 mi 
trend. This factor is vitally important in appraising war annual average. This rise may be attributed not fror 
the outlook for oil stocks, for it virtually guarantees only to population growth and the increased number | a da 
that slackening in consumer demand for petroleum of motor cars on the road, but to the advance in living + St 
products will be less pronounced than otherwise and standards enabling more persons to own automobiles. __jn st 
that the price structure is correspondingly less vul- It is estimated that about 32 million passenger cars __ proj 
nerable. It means that profit margins for producers’ were in service last year, compared with about 28.3) ata 
and refiners are likely to be maintained to a greater million in 1941, an increase of about 14 per cent. A| only 
extent than in many other industries. further advancement of 10 per cent or more is in| meni 
Enlargement of consumption since the war, al- prospect for 1949, suggesting that 34.5 million cars | petw 
though greater than had been forecast by economists, may be on the road, making for continued expansion __tjon 
is not difficult to understand. Greater use of heating in demand for gasoline. Similarly, use of trucks has _gtoy; 
oils may be attributed to acceleration in the trend increased even more strikingly. The number in use __ gnon 
away from coal and coke induced by the remarkable _ is expected to reach 7.5 million this year, which would __jnad 
rise in purchasing power that took place during the mean an increase of more than 48 per cent over 1940. to pl 
war. Thousands of families who before 1941 had been Tractors have increased to more than 3 million from | of g] 
unable to afford oil furnaces decided to convert from 2 million before the war, a jump of 50 per cent. low 
coal burners because of greater convenience even if W 
not for reasons of economy. New homes constructed Growing Oil Use for Heating over 
were equipped with oil heating appliances to give rest¢ 
them increased saleability. As mentioned previously, conversion of home heat- and 
Consumption of other products experienced simi- ing equipment to oil and installation of new heaters | mar 
lar growth. Use of gasoline rose sharply in response exceeded all V-J Day forecasts. Industry compilations tion; 
to more extensive dependence on motor cars for indicate home burners in 1941 numbered about 2.4 _ peen 
transportation as well as to spread of mechanization million and it is calculated that by the end of 1948, to th 
on the farm, of aviation and enlargement of motor the total had climbed almost to 4 million. Another | prod 
bus systems. Demand for Diesel fuel likewise in- step-up of 10 per cent is believed in prospect this year. | prob 
creased phenomenally as railroads turned to modern Distillates used in home burners have registered out- | and 
locomotives to. benefit from economies afforded by standing growth — with 1948 sales estimated at 110 | In 
Diesels. per cent over 1940 and about 200 per cent above the | the 
Thus in examining oil industry prospects, con- 1935-39 average. ' 1947 
clusions are likely to be erroneous unless full allow- Consumption of kerosene still is rising notwith- | gum 
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standing competition from natural gas for heating 
purposes and liquified gas for cooking. Sales last year 
were two-thirds as much again as in 1940 and more 
than double the pre-war average. Demand for resi- 
dual oil rose almost as sharply, while other products 
inceased about 75 per cent last year over 1940 
volume and about 100 per cent above the 1935-39 
average. 

Oil vs. Coal 


Moreover, growth tendencies appear to be 
strengthening. For example, coal producers are faced 
with the prospect of increased costs at a time when 
prices for fuel oil and other petroleum products are 
softening. Heating oils recently have been reduced 
sharply, due in part to mild weather and excessive 
inventories in storage, and consequently the economic 
advantage over coal and coke has widened. Due to 
increased freight rates, coal and coke prices have 
risen. 

It seems unnecessary to go into greater detail to 
illustrate the oil industry’s pronounced growth trend. 
But it is interesting to note that in the quarter of a 
century in which consumption of petroleum products 
has enjoyed spectacular improvement, demand for 
gasoline has declined in only one year (excluding 
1942-43 while wartime restrictions were in force). 
In 1932 sales dropped about 7.5 per cent, but this set- 
back was small in relation to most other products in 
common usage. 

So much for the demand side of the equation. How 
about supplies? Production has increased substan- 
tially not only at home, but in South America and in 
the Near East as well. Output last year exceeded 2 
billion barrels for the first time. Partly as a result of 
curtailment of heating demand in populous areas of 
the North and East, the current rate of production 
has been declining from last year’s peak. Output of 
crude recently has been averaging slightly more than 
5 million barrels daily, a drop of about 10 per cent 
from record volume of more than 5.5 million barrels 
a day. 

Stocks of gasoline and other refined products now 
in storage do not appear to be excessive in relation to 
projected demand. As an example, gasoline supplies 
at a recent date approximated 117 million barrels, or 
only about 12 per cent of estimated 1949 require- 
ments, whereas before the war a ratio of 13 per cent 
between inventories and indicated annual consump- 
tion was deemed reasonable. Stocks of fuel oil in 
storage showed exceptional increase over the corre- 
sponding period of 1948, but a year ago supplies were 
inadequate to meet normal requirements. In relation 
to prospective consumption this year, stocks on hand 
of slightly less than 150 million barrels are rather 
low measured by pre-war standards. 

With regulatory authorities acting swiftly to check 
overproduction and waste, all indications point to 
restoration of a satisfactory balance between supply 
and demand. As a matter of fact, many refiners and 
marketers welcome the opportunity to curtail opera- 
tions of high-cost, antiquated refineries which have 
been kept in use chiefly to avert shortages harmful 
to the public and to industry. Elimination of obsolete 
productive facilities not only promises to solve the 
problem of excessive supplies but also to reduce costs 
and improve margins. 

In this connection, it is well to keep in mind that 
the industry’s frantic effort to increase output in 
1947 and 1948 was induced primarily to satisfy con- 
sumer needs and to ward off public criticism that 
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might have spurred Washington authorities to con- 
sider Government intervention. Now that pressure 
from this situation has eased, the industry is pre- 
pared to examine the economics of refining and mar- 
keting operations with an eye to suspending unprofit- 
able activities. It is for this reason — which many 
observers often overlook — that reduced output need 
not necessarily have a corresponding adverse effect 
on margins and earnings. Quite the contrary. 


Factors in the Earnings Outlook 


Now let us turn to factors affecting share prices 
— such as corporate earnings and dividends. We have 
seen that demand promises to hold up well this year 
notwithstanding the possibilty of some slackening 
in industrial activity. Supplies almost certainly will 
be fully adequate to satisfy market requirements. 
What about prices, costs and margins? In most quar- 
ters it has been assumed for some months that a 
reduction in crude prices from $2.65 a barrel was 
certain. Estimates early this year had placed the 
probable decline at 50 to 75 cents a barrel. More 
recently, observers have shown an inclination to 
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Comprehensive Statistics Analyzing 











Figures are in millions, except where otherwise stated. Atlantic Barnsdall Cities Continental Ohio Phillips 
CAPITALIZATION: Refining Oil Service Oil Oil Petroleum 
Long Term Debt, Stated Value........................ccccccceceeeseeeees wae 7 sre Ae $512.0 $1.4 sb baaee $99.8 
Preferred Stocks, Stated Value.....................ccceccseceeeceecees Be) tects Mh ee OC ea 
Common Shares Outstanding (000 omitted).................... 2,661 2,223 3,702 4,823 6,563 6,047 
ee Nene ccs cscs cocscbpshoscceuencusspedontooscesssssceeie $141.5 $11.1 $672.2 $25.8 $98.7 $308.6 
Estimated Proven Reserves (million bbls.) (c)................ 500 200 350 500 550 750 
INCOME ACCOUNT: For Fiscal Year Ended........................ 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 
Net Sales or Gross Operating Income....................:......605 $435.1 $37.2 $593.4 $330.3 $191.4 $487.2 
Depletion, Amortization, ete. .................ccccccceeeeeeeeeeeeeeeees | eee $47.6 $1.6 $2.5 $10.9 
Depreciation, Retirements, eC. ...............c0scescesceeceeeeeeeees $13.6 $1.7 (k) $10.1 $10.2 $25.8 
Intangible Development Costs, Losses on Leases, ete....... $4.2 1 crn $20.2 $4.8 $9.6 
NIN 5p 25 uc5)s scaneval reuahaste ssccceuensarcdvcsteccdussovewses $9.2 $3.8 $33.1 $19.9 $16.1 $21.8 
Net Available for Interest.....................ccccceceeeeccecceeeeeeeeees | ree $89.3 BOG = ateacean $75.3 
Interest (Bonds and Long Term Deb?f).........................006 ee | sptices $18.2 eee $1.8 
Preferred Dividend Requirements..........................:::ceeeee meee  Geecce. |  e  ee  aeee ge 
RN OE MINN ooo i ons cscs ssc 0 2505 0600-cnsendesseevescecssone> $34.6 $13.5 $65.8 $54.2 $49.3 $72.6 
BPMN TORII 6.50500. s0scescsccoccsectececssesesescasoonsscsusasesesess 16.0% 7h) 32.0% 42.0% 29.0% 
Pe ID as scconsscanpsabeccgadsssentepelestessvescesccepacencctn 8.0% 36.0% 11.0% 16.0% 26.0% 15.0% 
Percent Earned on Invested Capital............................2.0 13.0% 31.0% 8.0% 25.0% 28.0% 15.0% 
Interest Charges, NII oo 0 cc occhocansapensnsnapscenbsnbexeca 2O.0 8 3—Ssss- ewsteae sone eee 40.7 
Earned Per Common Share...................:::::sccecceeeeeeeeeeeeees $12.68 $6.06 $17.77 $11.24 $7.52 $12.01 
Curent Price OF ‘COmMIOR......02..5000.....ccccccccccccsescesscovescceee $36 $41 $43 $55 $28 $58 
UNNI, PUN acdc co scsctsisecb esses bvesesesnesscbondouc asblindesses $2.00 $2.50 $3.00 $3.50 $2.30 $3.00 
CERES EEE NEL PORT cle ea RE OF TO 5.5% 6.1% 7.0% 6.4% 8.2% 5.2% 
Pr NN oii cies sc svians cinecevctccnscsceesooKosansdcecpesecs 2.9 6.8 2.4 4.9 3.7 4.8 
BALANCE SHEET: Fiscal Year Ended.................................- 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 
Cash Assets or Equivalent..................0....cccceccccesececeeeeeeeees $21.3 $12.7 $144.4 $41.5 $37.7 $29.0 
PING IND ous cacssvodvenesshtheseistescncesevckisabevdebassscecesaacdee $69.4 $2.4 $90.5 $40.0 $19.0 $78.3 
NE MIIID, osu s ckcbpkniclcoctecsenesckraspeiccndcoceusbenedsessineceee $28.9 $5.9 $46.6 $26.3 $16.7 $44.0 
II va casctacccusecossabanaapesuesscaadeciasscbesiccasebsiedesaveed $119.8 $21.2 $281.5 $108.0 $73.4 $151.3 
NR A eisiooocd ee eek ch lids $70.2 $8.6 $124.2 $48.7 $29.4 $78.5 
ee MI RD 550 55 nus ncxonutenaoanabuseakuny soe sthoneniebuwciees $49.6 $12.6 $157.3 $59.3 $44.0 $72.8 
Pn III oo 5 0c .'.cc tvckutsssseedevosdccosscntescancussucdveceieeense $251.8 $29.3 $652.6 $136.6 $111.7 $395.6 
NE ION Aicdsnvapccesesdensnscsupensoatscanepsacestacanedendeatpadeauvescens $382.6 $52.1 $991.8 $261.9 $203.4 $579.3 
Book Value Per Share................... sosiabcuvesavedsdoessvadupeasvae $87.98 $19.07 $69.03 $43.88 $26.48 $66.24 
Net Current Asset Value Per Share (a)....................:0:00055 neseeeee 3. / : re $8.30 Cr ee 
Cash Asset Value Per Share..................:.cccsscccssessesseseeeees $8.00 $5.75 $39.0 $8.60 $5.75 $4.82 
Estimated Proven Reserves Per Share (million bbis.)...... 188 90 95 104 84 120 
I ID Bisa bess is cc eness caves denser ps tenccabcussesnaisecsstbesicssents 1.7 2.5 2.3 2.2 2.5 1.9 
inventories as Percent of Sales.....................cssccescsesseseeees 16.0% 6.5% 15.2% 12.1% 9.9% 16.1% 
Inventories as Percent of Current Assefts........................ 58.0% 11.4% 32.0% 37.0% 25.8% 52.0% 
Depreciation and Depletion as % of Gross Fixed Assets.. 4.0% 3.2% 4.8% 3.1% 3.9% 5.1% 

(a)—After deducting senior obligations. 

(b) —Plus stock. 














adopt a more conservative attitude and estimate the 
reduction at no more than 50 cents, possibly as little 
as 25 cents a barrel. With the season of increased 
gasoline consumption approaching, it now seems pos- 
sible that the $2.65 price may hold — at least, until 
the summer peak consumption has passed. 
Refiners’ margins have narrowed in the first quar- 
ter as a result of price cuts on distillates and resi- 
duals. In addition, rising costs have been absorbed 
without benefit of price increases on other products. 
First quarter interim statements are expected to 
give a clue to the extent of lower earnings this year. 
Preliminary estimates indicate some companies have 
experienced declines of only 10 to 15 per cent in 
profits thus far this year, whereas economists have 
been thinking in terms of reductions ranging to 25 
or 30 per cent. Even though costs may increase fur- 
ther later in the year and earnings should decline as 
much as 25 per cent from exceptionally high totals 
of 1948, they still would be generous in relation to 
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pre-war experience as well as in relation to share 
prices. After all, earnings of representative com- 
panies have soared in recent years, while stocks have 
failed to keep pace. In fact, many typical oils more 
than surrendered last year’s sharp price gains. 


Recent Dividend Trends 


Reflecting the remarkable rise in earning power, 
dividends have reached a historically high level. 
Widespread belief that present conditions are abnor- 
mal, explains in part investor skepticism evidenced 
by low price-earnings ratios and high yields. If it may 
be assumed that demand for petroleum products is 
to be sustained this year and that earnings are to 
recede only to a limited extent, then the outlook would 
appear promising not only for continuance of liberal 
dividend payments but even for increases either in 
cash or in stock. This argument finds support in the 
fact that plant improvement and exploration pro- 
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Position of Leading Oil Companies 








Standard Standard Standard 
Pure Shell Union Skelly Socony- Oil of Oil of Oil of Sun Texas Union 
Oil oil Oil Vacuum California Indiana Kentucky Oil Company Oil 
$30.7 $121.8 $14.8 $175.0 $107.2 | lila ae RR $164.2 $54.4 
ee ese (|) ateuepse) “UM etiever °° eevee 0 ai acces ae" es $24.5 
3,982 13,470 1,079 31,801 13,654 15,284 2,605 4,934 13,797 4,666 
$124.8 $323.8 $31.0 SOG viens $650.0 $26.0 $166.8 $507.0 $195.5 
450 900 225 2,749 3,900 oe 697 4,050 512 
12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 
$281.3 $830.4 $180.0 $1,326.5 $735.8 $1,236.9 $200.3 $447.3 $1,080.9 $203.8 
$16.3 $5.9 $12.3 $43.5 $60.6 SO hasten $2.1 $11.6 $25.3 
(k) $28.8 (k) $39.4 (k) $36.4 $2.1 $15.7 $38.6 (k) 
haze $25.7 serch eeeeatia $21.1 $26.4 eceat $21.9 $38.4 Payeseah 
$11.9 $40.0 $10.7 $48.6 $48.9 $42.3 $7.5 $15.2 $45.5 $6.2 
$55.7 $114.5 $39.3 $136.2 $212.3 CL a ee $170.4 $40.5 
$1.0 $3.1 $.4 $3.4 $1.9 A ee ar ne ee $4.4 $1.5 
ee ete lege ws etter PO ees “PF Seer © ~ ace ee $.9 
$41.7 $111.4 $38.9 $132.8 $161.5 $140.1 $12.8 $42.4 $166.0 $20.4 
19.0% 25.0% 35.0% 18.0% 26.0% 22.0% 11.0% 23.0% 24.0% 20.0% 
15.0% 13.0% 22.0% 10.0% 20.0% 11.0% 6.0% 10.0% 15.0% 11.0% 
16.0% 22.0% 27.0% TOG <= cessiaxs 11.0% 24.0% 19.0% 17.0% 16.0% 
55.7 37.3 103.0 39.56 110.0 ee wcewtetews «  ee 38.8 25.18 
$9.91 $8.27 $36.04 $4.18 $12.42 $9.16 $4.94 $8.61 $12.03 $6.51 
$29 $34 $115 $16 $61 $40 $30 $58 $53 $29 
$2.00 $3.00 $5.00(b) $1.00(b) $4.00 $2.12(b) $2.65 $1.00(b) $3.00 (b) $1.95 
6.9% 8.8% 4.4% 6.7% 6.6% 5.3% 8.8% 1.7% 5.7% 6.7% 
2.9 4.1 3.2 3.8 4.9 4.4 6.1 6.7 4.4 4.4 
12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 12/31/48 
$23.7 $88.9 $22.3 $87.3 $109.7 $100.5 $14.1 $22.6 $194.1 $24.5 
$41.4 $100.3 $21.8 $251.8 $89.2 $188.9 $14.0 $59.1 $194.8 $30.7 
$16.5 $73.7 $13.6 SERS = =—=siésdctsésies $106.4 $13.5 $28.9 $92.2 $25.8 
$81.6 $269.5 $57.8 $454.8 $285.6 $395.8 $41.7 $110.6 $481.2 $81.1 
$23.9 $140.9 $25.9 $184.4 $113.8 $198.3 $23.8 $54.2 $124.0 $31.4 
$57.7 $128.6 $31.9 $270.4 $171.8 $197.5 $17.9 $56.4 $357.2 $49.7 
$182.0 $334.0 $109.5 $732.9 $689.5 $975.8 $29.9 $159.1 $623.0 $194.5 
$340.5 $640.6 $169.0 $1,443.0 $1,074.5 $1,500.0 $76.9 $278.6 $1,277.1 $298.4 
$40.00 $28.05 $118.83 $32.17 $60.00 $66.65 $20.42 $42.93 $69.14 $39.87 
Seceden, o> ~ Raaeee $15.80 $3.00 $4.75 eaacecen $6.90 $9.58 $14.00 Sapadoa 
$5.93 $6.70 $20.80 $2.75 $8.00 $6.55 $5.40 $4.70 $14.20 $5.25 
110 67 210 86 290 ee 140 290 110 
3.4 1.9 2.1 2.5 2.5 2.0 1.8 2.0 3.9 2.6 
14.8% 12.0% 12.2% 19.0% 12.2% 15.3% 7.0% 13.2% 18.0% 15.0% 
51.0% 37.2% 38.0% 55.0% 31.2% 47.6% 33.5% 53.9% 40.5% 37.0% 
4.5% 3.5% 5.7% LY rere 3.6% 4.1% 8.4% 4.1% 5.9% 





(c)—Latest estimates available, exclusive of recent discovery of unstated value. 


(k)—Included in depletion, amortization, etc. 








grams are slackening. 

Capital expenditures for production, distribution 
and refining equipment last year are estimated to 
have approximated $2.5 to $3 billion, compared with 
slightly less than $2 billion in 1947 and with an an- 
nual average of about $668 million just before the 
war. In short, appropriations for new drilling cam- 
paigns and for modernization of refinery equipment 
should be substantially reduced without imperiling 
progress. Accordingly, there would seem no economic 
necessity for skimping on dividends so long as earn- 
ings promise to cover current requirements by so 
wide a margin as now promised for 1949. 

On basis of asset values, too, oil shares have been 
modestly appraised in the market. Retained earnings 
have been abnormally large since the war because 
typical integrated companies were compelled to utili- 
lize treasury funds as much as possible to finance 
expansion. Borrowings from insurance companies 
and other institutional investors have been large and 
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some funds have been obtained through issuance of 
additional shares to stockholders, but market condi- 
tions have not been auspicious for raising all funds 
necessary in the open market. 


Valuation of Oil Reserves 


Assets in the form of reserves, based on generally 
accepted estimates, are appraised in the market at 
figures well below previous standards. Such figures 
frequently are misleading, for allowance is not al- 
ways made for quality of crude and producing cost 
as well as distance from markets. Other factors also 
tend to distort figures used by different companies. 
In any event, total supplies of crude in known de- 
posits are estimated at about 24.8 billion barrels, an 
increase of more than a billion barrels last year. New 
discoveries accounted for only about 10 per cent of 
1948 production, indicating the extent to which the 
country is dependent on (Please turn to page 44) 
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Status of ...... 


Utility Holding Companies 


—WHERE BREAK-UP 


By EDWIN 


Atter the Public Utility Holding Company 
Act was passed by Congress in 1935, as one of the 
important pieces of New Deal legislation, it was 
some years before the SEC “got down to cases” 
and issued its famous death sentences ordering the 
dissolution of the principal holding companies. The 
utilities then began to cooperate more effectively 
with the Commission, and far more has been ac- 
complished in the last seven years than in the first 
seven-year period of enforcement. About two-thirds 
or three-quarters of the entire program has now 
been completed; half-a-dozen or more im- 
portant holding companies have been “in- 
tegrated,” or virtually dissolved. Most of 
the others have made considerable progress 


IS IN SIGHT 


A. BARNES 


hold these securities for periods of one to five years 
if necessary, to average them down if the general 
market is adverse, and to study the various pro- 
ceedings and plans which finally determine break- 
up values. 

The most simple form of holding company break- 
up is when there are no senior securities, or when 
these are retired without any long fight so that the 
common stock can obtain the residual values with- 
out long delays. Middle West is an illustration, 
although there were complications in the liquidation 

of sub-holding companies. Then senior 
securities were retired in a reorganization 
during the 1930s, so that only common stock 
remained to participate in the dissolution 





toward compliance with the Act. 
Undoubtedly there exist often substantial 
appreciation potentials when buying into 


program. In 1942 the stock sold as low as 
234. It has now distributed a number of 
valuable holdings to stockholders, yet the 
stock is still selling at 2 and may be worth 





“special situations” such as holding com- 
pany issues, may reflect a substantial dis- i\ 
count from ultimate and forseeable market ; 
values. The usual reason for the discount is 

that it is difficult to forecast with any accu- 








racy the timing of Commission and Court 
decisions, the upsets to allocation plans, etc. 


8 to 4 if substantial values are realized in 

€\ the liquidation of Canadian holdings. 

\ North American Company is another ex- 
ample of an orderly and gradual liquidation 
which is turning out profitably for patient 
holders. Over a period of years the company 





has gradually distributed to common stock- 





But many owners of these securities do not 
have the patience or perseverance to retain 
them until they eventually “pay off.’ Also, 
some investors become skeptical because of 
over-optimistic forecasts, and decide that 
they might as well dump their holdings and 
try something else. This affords market op- 
portunities for those who are content to 
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holders its holdings in Detroit Edison, 
Pacific Gas & Electric, Wisconsin Electric, 
Cleveland Electric Illuminating, etc. In 
1949, in addition to a $1 cash rate, the com- 
pany plans to distribute shares in West 
Kentucky Coal (a valuable property), Kan- 
sas Power & Light, etc.; it will retain (for 


eA 


THE MAGAZINE OF WALL STREET 


eh nd sian teas cides cae ee 


ites 
tire 


APR 





































al 
O- 


<- 
n 
Le 
1- 
n, 
n 
or 
on. 
k 
mn. 
1S 
of 
le 


in 








the present) its interest in the important Union 
Electric Company of Missouri. Liquidating value is 
estimated at 30-40% in excess of present market 
price. 

But most of the holding company dissolution pro- 
grams have been handicapped by running fights 
between the different classes of security holders, 
each group trying to obtain as big a share as pos- 
sible of the company’s assets. This has provided a 
field day for lawyers, who are frequently active in 
the formation of protective committees. Where the 
company is a large one, a number of these com- 
mittees may spring up, each with its chairman, 
counsel and special analyst or expert to present 
supporting statistical testimony. In the case of 
American Foreign Power, there are said to be five 
committees representing the second preferred stock 
alone, while others represent the debentures, first 
preferred, common, etc. 


How They Stand 


There still remain some 15 or more important 
holding companies which are in process of dissolu- 
tion or integration. Following is a brief summary 
of some of the more interesting situations and their 
potentials, particularly those where a break-up ap- 
pears m sight: 

United Light & Railways’ management recently 
announced plans to dissolve the company and its 
sub-holding company, Continental Gas & Electric. 
Since the preferred stocks will probably be retired 
at their call prices (principally from the proceeds 
of sale of American Light & Traction and a bank 
loan), no fight between preferred and common 
stockholders is in prospect. Hence, there may be no 
necessity for sending the plan to a Federal court 
for enforcement, with a resulting time saving of 
six months to a year. While the various steps will 
be supervised by the SEC, it is thought that the 
dissolution could be completed within a year unless 
unexpected obstacles arise. 

The common stock is currently around 28. The 
second issue of rights to buy American Light & 
Traction at 12 (expected some time in the next few 
weeks) should be worth about 2, reducing cost to 26. 
Estimated break-up value of the 


a “package” distribution was approved by the SEC 
and a Federal court, but one of the preference com- 
mittees recently sought an appeal to a higher court, 
so there is now some doubt whether the plan can 
become effective on April 30 as planned. If and 
when it is consummated, the management proposes 
to distribute one-tenth share of Niagara Hudson 
Power (worth about $1) to each share of common 
stock. This would mark down the cost of United 
from $3 to $2. The stock had a recent break-up 
value of over $3 a share after allowance for the 
plan and the Niagara distribution, so that it is cur- 
rently selling at a one-third discount. The manage- 
ment is hopeful of initiating dividends in 1950 on 
the common stock, possibly at the rate of 20c a 
share, which would afford a yield of about 10%; 
and such dividends would probably be tax-free be- 
cause of the company’s huge realizable tax losses in 
its portfolio. However, the management does not 
plan to dissolve but to continue in business as an 
investment trust. 

Commonwealth & Southern’s plan to retire the 
preferred stock was approved by the SEC and is 
now before the Federal Court at Wilmington, Dela- 
ware. While it is difficult to forecast, Judge Leahy’s 
decision is expected shortly. Barring an appeal, the 
plan might be consummated by summer, The com- 
mon would later receive 35/100ths share of South- 
ern Company and 6/100ths share of Ohio Edison 
(plus a little cash perhaps). Southern Company is 
earning about $1.06 on the average number of 
shares and paying 60c; as current earnings are 
gaining rapidly, an increase in the dividend to 70c 
would seem a possibility. 


Electric Bond & Share Family 


In the Electric Bond and Share family, plans for 
the sub-holding companies are in various stages. 
American Power & Light (9%) has an estimated 
break-up value around 13 and the present plan, 
allocating 82 per cent of the portfolio to the pre- 
ferred stocks and 18 per cent to the common stock, 
seems to be approved by all interests concerned. In 
the writer’s opinion, SEC approval might be ob- 
tained by summer and (Please turn to page 41) 













































































remaining portfolio of the two 
companies (common stocks of Statistical Data on Holding Company Securities 
five electric operating companies Estimoted 
in the Middle West) is estimated Break-Up 
at about 38, but about $5 of this Recent Price Range Div. Div. or Potential 
value must be used to retire Price 1948 1949 Rate Yield Value 
bank loans. Thus appreciation Amer. & Foreign Power $7 Pfd........ $53 $90-42 $58-44 0 .- ___ $80-100 
possibilities seem to be about || Amer. Power & Light $6 Pfd....... 90 96-80 90-83 $6.00 6.7% 105 
27 a pein if yeni a Bl Amer. Power & Light Common........... 10 12-7 104-7, . 13 
market seasoning is made. ; = ae 
stock has already advanced compose & oe 3%, BS a << ce 41/-5!/, 
about 7 points this year, how- Electric Power & Light Common... 23 24-14 274-720 riesed 30 
ever, so that it would be more General Public Utilities... 2 13 15-11 13-11 .80 6.2 15-17 
interesting on a reaction from New England Pub. Serv. $7 Pfd..... oe ten wn |. CC} 130-140 
current levels. New England Pub. Serv. Common... 4 4-2, 414-344... See 4!/2-6 
— ao Niagara Hudson Power... cnn 10 10-64, 1014-7. oo. 14 
North American Co..cccccceseneeenee 18 18-15 19-15 1.00* 55 22-25 
Among the very low-priced United Corp. 3 4-2 aa: __ See Text 
holding company issues, United United Light & Railways...» 28 24-18 28-21 1.45 52 °33-38 
Corp. and Commonwealth & ||West Penn Electric... —«'18.~=«20-14.-S«dB-ISSS=«*«OOS*«<“_ 25S 
Southern are speculative favor- +P SO Nt 
it United Cor 9 lan to re- —Flus occasiona sto j istri utions. a oe 
pin its f D. t = th h t—Paid in stock of subsidiaries; 1949 policy indefinite. 
ire its preference stock throug’ 
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By RICHARD COLSTON 


$B usiness of the leading finance companies 
expanded substantially in 1948 for the third year in 
a row. This was to be expected during a period 
when goods of every description were becoming in- 
creasingly plentiful and with personal incomes on a 
steady rise. By the end of December, total outstand- 
ing consumer credit had reached a record high of 
$15.9 billion. Since the turn of the year, several 
developments have occurred to affect predictions for 
1949, but on balance it looks as if earnings of most 
finance companies should at least equal last year’s 
excellent showing, and in some cases may even 
further improve. 

Installment credit financing in the course of sev- 
eral decades has been a great boon to many indus- 
tries and their customers, at the same time proving 
a sound and profitable source of revenues for both 
banks and finance companies. Despite intense com- 
petition, a handful of aggressive corporations con- 
trol about half of the total business, the two largest 
ones alone last year purchasing an aggregate of 
about $5 billion receivables. Contrary to what might 
be surmised, the bulk of this paper is of short 
maturity as seen by the fact that on December 31, 
about 75% of these acquisitions had been paid off, 
leaving some $1.2 billion with diverse maturity dates 
on hand. These longer term receivables, though, 
carry more favorable interest rates, and as income 
from them is not credited on the books until pay- 
ments are actually made, they form a valid base for 
estimating profit potentials many months in ad- 
vance. Hence because outstanding receivables of all 
finance companies at the start of 1949 were at a 
record high of more than $2 billion, their earnings 
ee for the current years are correspondingly 
arge. 

The character of installment paper held also has 
an important bearing on possible profits. Lately 
almost 60% of the total represented the financing 
of retail purchases of new and second-hand auto- 
mobiles. This business entails few losses because of 
liens on the cars and equipment and usually a dealer 


endorsement. Also inter- 
est rates on this type of 
paper are quite satisfac- 
tory and there is addi- 
tional and substantial in- 
come from insurance 
policies. Financing of 
wholesale automotive 
paper, accounting for an- 
other 25% of receivables 
held, involves maturities 
averaging only about 60 
days, thus permitting 
oniy slim profits. Paper 
purchased in connection 
with household appli- 
ances and other consumer 
goods, along with indus- 
trial, commercial and 
farm equipment term 
paper, carries an ample 
interest rate, as is also 
the case with personal 
loans, secured or based 
on simple credit. 

With a moderate slow- 
down in general business 
now indicated for 1949, 
the extent of which will 
hinge mostly on developments in the second half 
year, it seems unlikely that the finance companies 
can establish gains comparable to those achieved 
last year. On the other hand, prospects that con- 
sumers will buy around 5.7 million new cars and 
trucks, with an increasing portion financed by time 
paper are an encouraging factor. Indeed, this should 
well offset a progressive reluctance by the public to 
buy many other types of durables, textiles or luxury 
goods, all of which can be had on extended credit 
terms. On the other hand, a fully balanced supply 
of cotton goods, or even overabundance, points to a 
downtrend in production and consequently reduced 
activities by factors in the financing field. During 
the boom up till last year, the finance concerns de- 
rived substantial revenues from financing the cotton 
mills, but income from this source in 1949 should 
be lower. 


Relaxation of Credit Curbs Constructive 


Recent relaxation of consumer credit curbs under 
Regulation W by the Federal Reserve Board has 
been hailed as highly constructive by managements 
of the leading finance concerns, and rightly so. Re- 
imposition of these curbs last September had little 
effect upon the upward trend of consumer credit 
outstanding until after the end of the holiday sea- 
son. In January, however, the volume of installment 
paper acquired by finance concerns declined from 
10% to as much as 38%, depending on the category. 
Automobile paper purchased was 15% below the 
volume of the preceding month, with installment 
financing of other forms of consumer goods declin- 
ing about twice as rapidly. But balances outstanding 
of both retail and wholesale automotive paper gained 
slightly while those of other types reduced. 

This trend evidently reflected a widespread reluct- 
ance or inability of consumers to make required 
sizable down payments or to adjust their budgets 
to make such heavy monthly payments as Regula- 
tion W called for. In order to stimulate production 
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Statistical Data on Leading Finance Companies 
Receivables* Price- 

$ mil. Net Per Share Divs. Per Share Div. Earnings Recent Range 

1948 1947 1948 1947 1948 1947 Yield{ Ratiof Price 1948-49 

Associates Investment Co... $205.0 $161.4 $6.50 $3.57 $2.37 $1.40 727, S.A $33 $35!/-26 

Beneficial Industrial Loan. ccc. 127.4 111.3 3.14 2.56 1.65 1.50 7.2 7.3 23 2634-21 
iT RInGgneige eS 542.3 4.57 2.03 2.00 2.00 4.3 10.2 47 481-36! 
Commercial Credit . 468.1 357.1 8.56 2.00 3.20 2.00 6.3 6.0 51 5374-36% 
General Finance 31.1 34.2 1.00 By .20 .20 3.3 6.0 6 8 - 5% 

Household Finance .. 169.6 138.6 3.89 3.19 2.00 1.80 6.5 8.0 31 3434-27 

t—Based on 1948 dividends t—Based on 1948 earnings *—At year-end 














and curb the downtrend in employment, the FRB 
has now eased its rules. On automobiles the down 
payment remains at one-third of the purchase price, 
but time to pay has been extended to a maximum of 
21 months, compared with 15 months formerly for 
loans below $1,000 and f8 months where a larger 
sum was involved. As a result of these extensions, 
monthly payments may be reduced by as much as 
$14.75 on a $2,600 automobile or about $9.50 on an 
$1,800 car. Though relatively small, these reductions 
are bound to stimulate car sales, just as the longer 
maturities are likely to aid finance company earnings. 


Should Encourage Time Purchases 


In similar fashion, the new regulations may prove 
to be a “shot in the arm” by encouraging purchase 
of many other items on a time basis. Down pay- 
ments on everything from refrigerators and radios 
to furniture and household equipment have been 
lowered to 15% from formerly 20%, and monthly 
payments have been spread over a maximum of 21 
months. Percentagewise the monthly reduction of 
minimum payments for these goods is about 22%, 
a substantial amount where tight family budgets 
are concerned. It remains to be seen, of course, just 
how extensively these easier terms will promote in- 
creased buying in view of progress made in satisfy- 
ing long deferred demand, not to mention a general 
feeling that lower prices are in sight. Still it seems 
probable that the eased credit terms will benefit 
operations of the installment credit companies. 
While February figures may show a further 


the output of new cars be accelerated, but it looks 
as if their buyers will lean more heavily on time 
payments. This promises to stabilize if not expand 
over-all volume of the finance companies at a time 
when interest income should be increased by the lib- 
eralization of payment periods. Overhead expenses 
of the larger concerns, however, have been rapidly 
expanded in postwar by the establishment of numer- 
ous branch offices, and a sharp upturn in wage 
costs has narrowed margins. 

Specialization or diversification by the different 
components in this industry makes it necessary to 
appraise their earnings potentials on an individual 
basis. Also, with some 12,000 banks now actively 
vying for installment loans, competition has become 
exceedingly keen. The more strongly established 
finance concerns, however, have a basic advantage 
in doing business on a countrywide scale, through 
strong trade connections and by furnishing supple- 
mentary services such as insurance, and facilities 
to handle repossessed goods. 


C.I.T. Financial Corporation 


C.I.T. Financial Corporation, largest unit of the 
installment finance industry, purchased more than 
$3.2 billion of receivables last year, of which ap- 
proximately $653 million represented retail or per- 
sonal installment obligations. At the end of the year, 
holdings of installment paper totaled about $481 mil- 
lion compared with $348 million a year earlier. 
Retail automobile receiv- (Please turn to page 41) 





decline in time paper purchased, chances are 
good that the downtrend will reverse during 
the spring months. 16,000 

Despite the record amount of installment 
paper issued in 1948, the ratio to disposable fiy,0co 
income was at a conservative level of 7.5%. 
Compared with 9% in 1939, this seems well 2,000 
on the safe side. The average ratio in the 
1929-40 period was about 10%. Including }ho000 
mortgages, charge accounts and _ install- 
ment paper, total consumer debts at the 
end of last year represented only 29.9% of 
disposable income compared with an aver- 
age of more than 45% in the 1930s. On the {°°°° 
whole, this points to the absence of undue 
credit strains and the prospect that further 
moderate expansion of consumer credit will 
constitute no threat to economic stability. | *°° 

From an operational viewpoint in the cur- 
rent year, the prospect of increased auto- 
motive financing, as we have pointed out, 
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is an encouraging element. Not only will 
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TOCKHOLDERS %; 
ze-Dividend Restrictions: 


By PHILIP DOBBS 


Au too often, investors assume that the 
directors of a corporation have few restraints in 
the matter of declaring dividends on common stocks, 
and that they may do as they please as long as they 
have the earnings, the money, and a profit and loss 
surplus after payment. Actually many corporations, 
incident to the contracting of bank loans, the sale 
of bonds, or the sale of preferred stock, have en- 
tered into contractual obligations restricting the 
payment of common dividends under certain condi- 
tions. 

These restrictions are usually quite complicated. 
They concern such things as (1) the maintenance 
of a minimum ratio of current assets to current 
liabilities; (2) payment of dividends only out of 
earnings accumulated after a specified date; (3) 
the existing ratio between bond and preferred cap- 
italization and common stock capitalization at the 
time the dividend is declared; (4) freedom from 
bank loans, and (5) whether or not sinking funds 
on bonds and preferred stocks have been met. 

In some cases, too, corporations have agreed to 
pay off loans from earnings on such terms that only 
a small portion of profits remain available for divi- 
dends during the term of the borrowing. 

The Securities and Exchange Commission in 
turning loose a public utility operating company 
from a holding company under the Public Utility 
Holding Company Act, almost always places re- 
strictive provisions with respect to the payment of 
dividends on the common stock. 

These provisions usually demand that if a com- 
pany has less than 15% of its capitalization in com- 
mon stock and surplus, it can pay no dividends on 
its common stock; if it has 15% but less than 20% 
of its capital in common stock and surplus, it can 
pay out only one half of per share earnings to 
common stockholders in dividends; if it has at least 
20% but less than 25% of its capitalization in com- 
mon stock and surplus, it can pay out not more than 
75% of per share earnings to common stockholders. 
There are, however, a few exceptions to this gen- 
eral rule, one being Pennsylvania Power & Light 
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Company where the provisions are a little more 
liberal. It is rather evident that these dividend 
restrictions explain why so many of the “new” 
utilities pay out a so much smaller percentage of 
earnings in dividends than seasoned companies like 
Boston Edison Company and Detroit Edison Com- 
pany. 

Restrictive provisions with respect to the com- 
mon shares of industrial companies are numerous 
and often difficult to understand and trace. Usually 
they are so general that there is a tendency to 
ignore them altogether. This is especially true at a 
time like the present when most corporations are 
prosperous and the restrictions are not actually in 
effect because the conditions they outline do not 
prevail. But in the event of less favorable business 
conditions, or corporation reverses, they could eas- 
ily become very important. It must be remembered 
that many of the provisions were agreed to while 
corporate profits were running at an abnormally 
high level. Thus the contracts entered into were 
pretty much geared to exceptional earnings. Con- 
ceivably this could quickly alter corporate dividend 
policy should subsequent earnings dip sharply 
toward lower pre-war levels. It must be kept in 
mind also that such provisions are intended to pro- 
tect senior securities, at the expense of the com- 
mon stock. 


Restrictions More Numerous 


Restrictions of this sort are of course nothing 
new but they are much more numerous now than 
they were in past years. Although the safeguards 
in loan contracts have not as yet greatly affected 
the stockholders’ pocketbooks, in some cases they 
may well do so in the future. Therefore careful 
investors will make it their business to learn the 
details and weigh their implications. 

Obviously, the clauses affecting management’s 
policy on common stock dividends will vary greatly 
from company to company and consequently it is 
necessary to study individual cases. With this in 
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mind, we append a tabulation setting forth pertin- 
ent statistics with respect to 12 “dividend restric- 
tion” companies. It will be noted that our table lists 
specific dividend restrictions in each case. These 
summaries of necessity had to be very brief in most 
instances. It is therefore suggested that readers who 
are particularly interested in one or more of these 
concerns, fully learn all of the details of the clauses. 
Within the limitations of space we will discuss a 
few of these situations. 


Some Examples 


Bridgeport Brass Company in February of 1947 
sold to a group of insurance companies $6,000,000 
of 314% sinking fund debentures and $4,000,000 of 
214% notes to a group of banks. Under the agree- 
ment covering the debentures and bank notes, the 
company is required to maintain consolidated net 
current assets of $10,000,000 so long as debt out- 
standing is in excess of $5,000,000. In addition, the 
agreement restricts payment of cash dividends in 





excess of consolidated net earnings subsequent to 
December 31, 1946, plus $1,000,000. As of December 
31, 1948, earned surplus amounted to $10,464,168. 

Under the terms of the loan agreements, approxi- 
mately $6,900,000 of this is restricted so that only 
about $3.5 million is available for distribution to 
stockholders. Since this amounts to almost $4.00 
per share on the 942,990 shares of common stock 
outstanding, plus the fact that net current assets 
amounted to $19.8 million—approximately double 
the amount required to be maintained under the 
loan agreement—it would appear on the surface 
that there is little danger of the provisions restrict- 
ing the payment of dividends on the common being 
invoked in the near future. 

There are, however, other important considera- 
tions in this situation. The bank notes are payable 
at the rate of $600,000 per annum. In addition, the 
company has a mortgage payable of which an in- 
stalment of $207,968 is due within the year. Al- 
though of the debenture bond issue $200,000 is due 
on August 1, 1954, (Please turn to page 45) 














RESTRICTIONS 





Company may not pay cash dividends on, or purchase or retire any stock unless 
thereafter the aggregate of all such payments after December 31, 1943, does not 
exceed sum of $3,500,000 plus net proceeds received from sale of shares, and 
unless consolidated net working capital is not less than consolidated funded debt 
or $15,000,000, whichever is greater. 





Without consent of 662/4% of holders of each series of debentures, company may 
not pay dividends (other than up to $1,000,000 annually on preferred stock), out of 
consolidated net income accrued after January |, 1948, plus $7,500,000; and then 
only if, giving effect thereto, consolidated net working capital would equal at least 
$70,000,000. Preferred stock issue of the company also carries restrictions as to 
dividends on common under certain conditions. 





Under terms of a four year $10,500,000 loan obtained from a wee of banks and 
insurance companies, dividends on the common stock over $1.00 per share are 
subject to the approval of the lenders. 





Agreement covering 212% bank notes and 312% debentures bonds due serially 
1954 to 1962 restrict any payment of cash dividends on capital stock in excess of 
consolidated net earnings subsequent to December 31, 1946, plus $1,000,000; as of 
December 31, 1948, the earned surplus so restricted amounted to approximately 
$6,900,000. 





Under indenture covering 35% debentures, company Is not to pay dividends on 
capital stock except out of 70% of net profits accrued after June 30, 1946, and 
then only if thereafter, consolidated current assets would be 200% of consolidated 
current liabilities, and consolidated net current assets would equal the greater of 
$20,000,000 or outstanding amount of funded debt. Under provisions of preferred 
stock, company may not pay dividends on common, unless after such payment 
current assets equal 125% of current tiabilities. 





Company not to pay, under terms of debenture bond issue, cash dividends on any 
class of stock if after giving effect thereto, the aggregate of such dividends sub- 
sequent to December 31, 1943, exceeds sum of consolidated net income plus 
$350,000, and consolidated net current assets do not equal at least 150% of con- 
solidated funded debt. Preferred stock issue of the company also carries restric- 
tions with respect to dividends on common under certain conditions. 





The indenture covering debenture bond issue provides that company may not pay 
any cash dividends on, or acquire any class of stock except out of earned surplus 
after February 28, 1946, plus $500000, and then only if consolidated working 
capital would not thereby be less than 150% of consolidated funded debt. 





Under bank loan agreement dated October I, 1946, company may pay cash divi- 
dends on common only to extent of net earnings after October 31, 1945, plus 
$1,500,000, and requires maintenance of current assets in U.S. of at least $15.0 
million in excess of total current liabilities. Preferred stock issues of company also 
carries restrictions with respect to dividends on common under certain conditions. 





Under terms of loan agreement, company would be permitted to pay dividends 
after December 31, 1947, from net income earned subsequent to that date plus the 
sum of $2,000,000; provided that immediately after such payment, net working 
capital be at least equal to 100% of indebtedness but not less than $5,000,000. 





Under the terms of indenture covering 20 years 27/3% debenture bond issue due 
July 1, 1966, company covenants not to pay cash dividends on any class of capital 
stock except out of consolidated earned surplus accrued after December 31, 1948. 
plus $1.000.000. 





Terms of bank loans include provisions requiring consent of 75% of note-holders 
before company may (a) permit current ratio to be less than 2 to |; permit excess 
of current assets over current liabilities to be less than $22,500,000; or (c) pay 
dividends if such disbursements after December 31, 1946, exceed net income accrued 
since that date plus $1,000,000. 





Under provisions of $10,000,000 loan obtained in 1947 from two insurance com- 

panies, consent of holders of two-thirds of notes is necessary for company to pay 
cash dividends if disbursements would exceed the net income subsequent to 

basal 31, 1946, plus $2,000,000, and if net working capital be less than funded 
ebt. 











% of Net 
Earnings Working 
Per Share 1948 Paid Out Capitalt Current 
Earnings Dividends inDivs. ($mill.) Ratiot 
Air Reduction . wcan G26 $1.00 42% $30.1! 4.1 
IASINCO STOO fone ~FIG 2.00b 25 112.5 3.1 
Beaunit Mills(c) ............... 6.24 ° 1.85 30 9.0 3.8 
Bridgeport Brass on 1.97 15 7.6 19.8 3.6 
Buddi Goss 2.75 E 45 16 36.1 2.5 
Food Fair Stores. 1.42 40b 28 10.6 3.2 
ont hoodsy G2 ot oc 42 1.00 138 19.1 2.3 
Oliver Corp. ......... 9.38 3.00 32 34.8 3.2 
CUTS | Fee ao 42 76 5.9 1.7 
SanraysOll. a es 2.78 .65 23 24.9 2.9 
Worthington Pump & Mach. 5.17 1.25a 24 39.4 3.3 
Yale & Towne... conn 4.17 100b 24 258 3.7 
t Latest available. 
a—Adijusted. 


b—Plus stock. 
c—Fiscal year ending March, 1948. 
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Assets 


To stimulate commission busi- 
ness, various brokers have as- 
sembled lists of stocks selling be- 
low quick assets per share as a 
result of some interest stirred up 
by a recent article in a promin- 
ent general magazine. As this 
column has pointed out before, 
quick assets per share (net work- 
ing capital) have always had rel- 
atively little to do with stock 
prices. No going concern will dis- 
tribute its working capital to 
stockholders. There is investment 
significance in the question 
whether working capital is ade- 
quate to the needs of a given 
company, since it has an obvious 
bearing on the ability to earn 
profits and pay dividends. But 
that is about as far as the story 
goes. Stock prices are governed 
partly by existing earnings and 
dividends, partly by what invest- 
ors and speculators think, hope 
or fear about future prospects of 
the company, partly by the gen- 
eral investment-speculative senti- 
ment affecting the whole market, 
partly by the immediate supply- 
demand relationship (technical 
position) in the market for the 
individual equity and also in the 
market as a whole. You are bound 
to be disappointed if you select 
stocks from the quick-assets-per- 
share approach —or any other 
over-simplified formula. 


Example 


Most makers of heavy motor 
trucks have relatively small share 
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capitalizations, with either no 
senior obligations or quite mod- 
erate ones. Capacity has long 
been adequate, so that deprecia- 
tion reserves have covered plant- 
investment needs in most cases. 
Working capital has been built up 
in the periodic boom periods, 
conserved in the lean periods by 
payment of only small dividends 
or none. Stocks like Mack Trucks, 
White Motor, Reo Motors and 
Federal Motor Truck sell below 
or not far from net quick assets 
per share. But look elsewhere if 
you want good equity invest- 
ments. On the other hand, leading 
chemical stocks are among the 
most suitable for long-term in- 
vestment, yet the character of the 
business is such that net working 
capital per share, after allowing 
for senior obligations, is usually 
low and in some cases nil. 


Seating 
If a company has exceptionally 


good prospects, maybe there is a 
bit of added psychological appeal 
if it also has high quick assets 
per share. Not many such come 
readily to mind. One which has 
been cited in this column before 
—although not on the basis of 
quick assets—is American Seat- 
ing. It.is priced currently around 
27 (high for the year to date). 
Net working capital is close to 
$24 a share. Earnings last year 
were $6.32 a share, which ex- 
ceeded the writer’s forecast. The 
stock is on a $2.00 dividend basis, 
yielding about 7.4% ; and a repe- 
tition of the recent 5% stock divi- 
dend is possible. Very little ques- 
tion about general business con- 
ditions in the period ahead is in- 
volved, for expansion of school 
building and other public build- 
ing over a long period is quite 
certain. This company will sup- 
ply a good part of the seating 
equipment and school supplies. 


























INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1948 1947 
RUA BR 82s cc erence pitch eebbecess Year Dec. 31 $3.78 $2.25 
PRM NIINIED 50s voenissiesessccvcscescsdenesceovesacctes Year Dec. 33 2.36 2.08 
American Home Products.........................- Year Dec. 31 2.36 1.72 
PASTOTRORIT TENG 6 ons cus ccccecescicecssscestecsssenccess Year Dec. 31 4.34 2.48 
ery err ere Year Dec. 31 4.34 2.48 
PAE RTI. cosa scissctecsiessoscivcccosvcasstesatecees Year Dec. 31 12.43 10.20 
Crown Gorkk & Geeil...............ccsccsescvescvevesees Year Dec. 31 3.28 3.00 
RUNNIN goose cecnanevsaccesansseauonsapaeaesss Year Dec. 31 8.84 8.03 
Pittsburgh Plate Glass....................:ssseeeeeeee Year Dec. 31 3.65 3.11 
TAINO cscssksaccsssuasoesauccteannncreesbasinens Year Dec. 31 7.61 5.17 
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Rail Equipment 


This column has long taken a 
generally dim view on railroad 
equipment stocks. The first tip-off 
was their inability to get any- 
where on the upside when equip- 
ment business was booming. Now 
it has for some time been slip- 
ping. The stocks as a group are 
clearly in a downtrend, their 
February low having broken both 
1948 and 1947 lows. They show 
insignificant rallying power to 
date. Need any more be said? 


Copper 


Well-informed trade sources 
figure that copper, now at the 
peak of 2314 cents a pound, is un- 
likely to sell below the range 20- 
18 cents any time this year, at 
which low-cost producers can 
make very good money, although 
not as much as was made last 
year. The recent cut in zinc 
prices, following that in lead, did 
not further unsettle the copper 
group. Selling around the lowest 
levels in a long time, Kennecott 
and Phelps Dodge would seem 
capable of a considerable rally if 
the apparently justified hopes for 
an intermediate rise in the gen- 
eral list this spring are borne out. 


Steel 


For the steel industry the vital 
question is not how much opera- 
tions will decline, but how much 
and how soon. When you have 
long been running right around 
100% of rated capacity, the next 
change has to be down. There 
have been small adjustments by 
lesser companies already — but 
continuing active demand for the 
more popular makes of automo- 
biles and a reasonably good level 
of construction (although down 
from the peak) are strong sup- 
porting factors. Some leading 
steel interests do not see how the 
average operating rate for 1949 
can be under 90% of capacity. 
Other things being equal, that 
would be more profitable than a 
100% rate, since the latter re- 
quires utilization of some rela- 
tively old and inefficient facilities. 
On the basis of probable 1949 
earnings, leading steel shares 
ought to perform pretty much in 
line with the general market. 
They have nearly always been 
“gveneral-trend” stocks, rather 
than special situations. This is 
because as steel goes, so goes the 
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economy; and vice versa. 
Rexall 


Rexall Drug—formerly United- 
Rexal Drug, and before that 
United Drug—was supposed to 
have acquired a go-getter chief 
executive a few years ago. Many 
changes, besides the change in 
name and the moving of head- 
quarters from the East to Cali- 
fornia, have been made. Stock- 
holders may begin to wonder 
what all this foots up to. To be 
sure, earnings of $1.17 a share 
and a market high of 19%@ for 
the stock, both back in 1946, 
looked fairly good; but that could 
have been the boom, rather than 
management. All drug concerns 
had easy sailing in 1946. Profit 
fell to 51 cents a share in 1947, 
with pre-tax net being less than 
1.4% of sales of $182.7 million. 
Last year earnings declined 
further to 41 cents a share, with 
the net before taxes being less 
than 1.2% of sales of $173.9 mil- 
lion. Sometimes it is surprising 
how little money can be made out 
of so much business. The operat- 
ing margin in this case looks 
more like that of a meat-packing 
concern. or grocery chain than 
that of a drug manufacturer and 
distributor. However, the stock is 
now so low (454) that this column 
would not urge selling. 


In Brief 


Lower cocoa prices will benefit 
Hershey Chocolate and _ other 
candy makers, assuming candy 
demand holds up reasonably well 

Lower fuel prices will aid 
electric utilities . . . Lower corn 
prices are good for Corn Products 
and all other corn refiners... The 
end of the uptrend in tobacco 
costs will help cigarette and snuff 





beneficiaries of ‘“disinflation’’ — 
aside, of course, from the aver- 
age consumer—this writer can- 
not think of them offhand... 
Sutherland Paper, a good 
“growth” stock is available to 
long-term buyers at a substan- 
tially deflated price . . . Leading 
grocery chains such as First Na- 
tional Stores, Kroger Grocery and 
Safeway Stores appear to be in 
for another very good year, de- 
spite lower food prices ... Na- 
tural gas stocks as a group are at 
a new high for the year, only a 
shade under their 1946 bull- 
market high. 


Lerner Stores 


Lerner is likely to hold up better 
than the average retail stock in 
market setbacks and has good 
long-term growth prospects. Sales 
for the year ended January 3 
gained 18%. Earnings rose to 
$4.83 a share, from $3.70 in 1947. 
The dividend rate is $2.00 and is 
likely to continue. The year-end 
balance sheet showed an inven- 
tory of only about $13 million, 
equal to sales of but little more 
than five weeks at the average 
1948 rate. Cash items alone of 
$16.9 million were over 60% in ex- 
cess of total current liabilities. Al- 
though on a far smaller scale, the 
balance sheet relationships actu- 
ally are stronger and more liquid 
than those shown by such leaders 
as Sears, Roebuck and J. C. 
Penney. We cite this as an exam- 
ple that some retail chains have 
been doing well, and improving 
their position, despite consumer 
resistance and lagging retail trade 
generally. It remains to be seen, 
of course, how Lerner has been 
faring earningswise subsequent to 
January 31 during a period when 
general store sales have been fall- 


























makers ...If there are other ing materially behind last year’s. 
DECLINES SHOWN IN RECENT EARNINGS REPORTS 

1948 1947 
Acme Steel ........ Year Dec. 31 $7.36 $7.58 
PONE CINE 2... o5 ssc cdi ee csydenincoeens Year Dec. 31 2.71 3.17 
CE) oe Re oe Year Dec. 31 3.54 4.16 
Consolidated Natural Gas.......................... Year Dec. 31 3.75 4.51 
Potemnshae Steel... ..<...0ccccccssccsicesccceceess Year Dec. 31 5.29 8.22 
I rN CO oo cso hoe te edacnes Year Dec. 31 1.70 1.82 
General American Transportation.............. Year Dec. 31 5.73 6.60 
Monarch Machine Tool............................ . Year Dec. 31 3.05 3.46 
PRP ONN RMN oo oie 0 so Sos vac ecvcceeeseses was adexsevecticnsss Year Dec. 31 41 51 
NNO INO 8855 de teicee ce unde Wass tevsndnapsewaees Year Dec. 31 4.98 7.95 
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The Personal Service Department of THE MaGazINE OF WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability 
of your broker. This service in conjunction with your subscription should 
represent thousands of dollars in value to you. It is subject only to the fol- 


lowing conditions : 


1. Give all necessary facts, but be brief. 
2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Diamond Match Company 

“I am retired and therefore particu- 
larly interested in stable dividend yield. 
Will you please tell me what the pros- 
pects are for Diamond Match Company 
paying dividends of $2.00 per share in 
1949? They paid this sum in each of the 
past two years.” 

T. J., Hollywood, California 

Diamond Match Company re- 
ported net sales of $78,537,401 in 
1948, a new high. This represents 
an increase of 16% over the pre- 
vious high of $67,562,338 in 1947. 

Net income after taxes and re- 
serves for possible inventories 
price decline amounted to $3,446,- 
259 in 1948 as compared to $3,- 
453,546 in 1947. This is equava- 
lent to $2.62 per common share, 
after dividends of $2.00 per share 
on the preferred stock, as com- 
pared with $2.63 per share in 
1947. 

The amount reserved for possi- 
ble inventory price declines in 
each year was $1,500,000, equal 
to $1.75 per common share. 

The president of the company 
recently stated that the outlook 
for dividends this year was favor- 
able. Pointing out that in 1947 
and 1948 the customary $1.50 
dividend rate on both the common 
and preferred stocks had been in- 
creased by extras of 50 cents in 
each year, the president said “the 
directors of the company feel con- 
fident that a dividend of $2.00 per 
share on both the common and 
preferred stocks can be paid in 
1949.” 

Even though net sales for 1948 
were the highest ever achieved 
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by the company, earnings were 
no higher than in 1947. Rising 
labor and material costs and in- 
creasingly competitive conditions 
the latter half of the year were 
the principal factors in reducing 
margins between costs and sell- 
ing prices. 

In the company’s lumber divi- 
sion, integration from forests 
through to the retail consumer 
makes Diamond’s lumber busi- 
ness more stable than that of 
many competitors. In the match 
division, technological superiority 
and generally lower producing 
and distributing costs should 
make satisfactory results. Pro- 
ductivity capacity in pulp and 
paper has been increased substan- 
tially in recent years and full 
utilization of added facilities 
should materialize in the coming 
year. Because of the broad line of 
Diamond’s products, it is difficult 
to forecast over-all results but the 
volume of sales is expected to ap- 
proach that of 1948. 

A breakdown of sales for 1948 
showed that 43% of the com- 
pany’s business was done by its 
timber and lumber division which 
sells commercial lumber and 
building supplies through 103 
Diamond retail yards in New 
England and on the West Coast. 
Matches accounted for 33% of 
total sales, paper and pulp prod- 
ucts for 15%, and woodenware 
for 7%. Net current assets of the 
company increased during the 
year from $27,553,630 to $38,- 
553,202. In addition $3,961,628 





was expended for plant and 
equipment. To help finance these 
increases the company borrowed 
$10 million. Capital expenditures 
of as much as $5 million is indi- 
cated for 1949. 


Merck & Company 


“Has Merck & Company developed 
any new pharmaceutical products re- 
cently that offer good promise and has 
the business expanded in recent years?” 

C. B., Salt Lake City, Utah 


Sales of Merck & Company, 








Inc. in 1948 rolled up to a record | 


high in the company’s history, 
even though price-averages for 
the most important products 
groups were lower than in 1947. 


Net sales for the year were | 


$72, 904,214, compared with $68,- 
302,848 in 1947. Net income was 


$8,520,250, equal to $7.36 per | 


share of common stock. This com- 

pared with the 1947 figures of 

$6,397,940 or $5.43 per share. 
Sales of the anti-biotics, strep- 


tomycin and penicillin were sub- | 


stantially higher. 
price charged for streptomycin 
was less than half that for 1947. 
Dihydrostreptomycin, a new anti- 
biotic introduced in the latter 
part of the year, was well re- 
ceived. The commercial produc- 
tion of sulfaquinoxaline, a new 
veterinary product, 
menced in 1948. Crystalline vita- 
min B-12 is now being marketed 
for medicinal use under the trade 
name of “Cobione.”’ Export sales 
of all products increased in 1948: 


The average | 


was com- | 


$15 million compared with $11,- | 


600,000 in 1947. 


Expenditures for new buildings | 
and equipment and improvement | 
of existing facilities amounted to | 
approximately $9,300,000. These 


included a new research and de- 
velopment laboratory and addi- 
tions to production and finishing 
units at various plants. 

In commenting on the con- 
tinued growth of the company, 
Merck said “The pressing neces- 
sity for production facilities for 
newer products and improved 
processes requires more capital 
than is being retained in the 
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business from earnings.” Com- 
pany hs called a special meeting 
of stockholders for April 19, 
1949, to vote on proposal for a 
two-for-one split-up of the com- 
mon stock and authorization of 
100,000 new convertible pre- 
ferred shares. The results are 
proposed to increase authorized 
common stock after the split-up 
by 600,000 shares to a total au- 
thorization of 3 million shares, to 
make available stock for conver- 
sion and other purposes. 

Company plans to issue 70,000 
shares of convertible preferred 
stock to raise about $7 million of 
new capital. Conversion privilege 
would be at the rate of three 
shares of common (after the 
split-up) for each preferred share. 

Proceeds from the financing 
would be made available for cap- 
ital expenditures, carrying of in- 
ventories and other corporate 
purposes. 

Dividends including extras 
totalled $2.90 a share in 1948. 


Newport News Shipbuilding 
& Dry Dock Company 

“Has there been a revival of ship- 
building in this country recently and 
what is the latest official backlog of busi- 
ness on hand for Newport News Ship- 
building & Dry Dock Co.” 

G. B., Montgomery, Alabama 

Newport News Shipbuilding & 
Dry Dock Company’s total net in- 
come for the year ended Decem- 
ber 31, 1948 amounted to $7,804,- 
490 equal to $9.76 per share, 
compared with $5,162,807 or 
$6.45 per share for 1947. In- 
cluded in the 1948 total net in- 
come was a net operating profit 
of $4,807,655, or $6.01 per share. 
Special non-operating credits of 
$2,996,835 accounted for the bal- 
ance of the total. In 1947, there 
was a net operating profit of 
$3,548,122, or $4.43 per share; 
special income and credits were 
$1,614,685. 

Dividends paid to stockholders 
in 1948 totalled $3,200,000, or 
$4.00 per share, an amount equal 
to 67% of the year’s operating 
net as compared with dividends 
of $2,600,000, or $3.25 per share 
in the preceding year. 

The company’s “backlog” of 
business on hand at the close of 
1948 was more than $199 million 
not including its low bid for the 
construction of the proposed new 
“North Atlantic super liner” and 
five large defense-type oil tank- 
ers, but including the award at 
an estimated price for the con- 
struction of the new heavy air- 
craft carrier “United States.” At 
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the end of 1947 there was a 
“backlog” of $54 million. 1948 
operating results were substan- 
tially better than for the preced- 
ing year because of the increase 
in volume of work to $81,751,019 
from $61,160,956 in 1947. 

As a consequence of the revival 
of shipbuilding in 1948, and the 
prospects for future business, a 
contemplated program for exten- 
sive modernization of and addi- 
tions to the company’s plant was 
prepared. It is believed that such 
a program can be financed by the 
company without borrowing and 
that will result in substantial im- 
provement in operating capacity 
and efficiency. 

The greater part of the com- 
pany’s gross income since the war 
has been derived from the ab- 
normally large volume of ship 
conversion and repair work. Dur- 
ing 1948 the volume of such work 
available began to decline very 
substantially, probably marking 
a return to a more normal level. 


Campbell Wyant & 

Cannon Foundry Company 

“Please submit pertinent data as to 
earnings, dividends and financial posi- 
tion of Campbell Wyant & Cannon 
Foundry Co.” E. R., Sandusky, Ohio 

Consolidated net profit of 
Campbell, Wyant & Cannon 
Foundry Company for the year 


ended December 31, 1948 was 
$1,968,833, equal to $5.66 per 
share on outstanding capital 


stock. This compares with net 
profit in 1947 of $1,794,585 or 
$5.15 per share. This year’s con- 
solidated net sales of $28,588,197 
compared with $28,993,790 in 
1947. 

The balance sheet as of Decem- 
ber 31, 1948 showed total current 
assets of $6,173,760 and total cur- 
rent liabilities of $2,562,843, 
leaving working capital of $3,- 
610,917 compared with $2,657,433 
reported on December 31, 1947. 
Earned surplus was $7,368,588 
against $6,262,067 at the close of 
1947. Funds aggregating $2 mil- 
lion were set aside for future 
capital expenditures and are not 
included in current assets. 

Operations last year were af- 
fected by strikes of production 
employees at Muskegon and South 
Haven, Michigan plants. The 
strike started on June 15th and 
was settled at South Haven on 
July 22nd and at Muskegon on 
September 1st. 

The liquidation of Ordnance 
Steel Foundry Company, former 
subsidiary, has been completed 
and remaining funds of that 


company amounting to $195,457 
has been transferred to Campbell, 
Wyant & Cannon. 

Dividends of $2.50 per share 
were paid in 1948 and 50 cents in 
the first quarter of the current 
year. 


Lukens Steel Company 


“Please report working capital posi- 
tion and net earnings of Lukens Steel 
Company.” M.H., Bloomfield, N. J. 

Sales of Lukens ‘Steel Company, 
including its two divisions, By- 
Products Steel Company and Lu- 
kenwald, Coatesville, Pa., during 
the 1948 fiscal year ended October 
30th, reached a record total of 
$61,040,919. This volume was not 
only 16.5% higher than the total 
sales for 1947 fiscal year of $52,- 
773,066, but it was also the highest 
in the history of this 130-year-old 
concern. 

Despite the greater volume of 
sales, increased costs of labor, 
raw materials, purchased services 
and other materials brought the 
net profit of the company to $2,- 
411,604, equivalent to $7.58 a 
share for its 317,976 shares in 
contrast to a net profit for 1947 of 
$2,835,702, equivalent to $8.92 a 
share. However, in comparing the 
earnings of the 1948 fiscal year 
with those of the 1947 fiscal year, 
the 1948 year covers a normal 52- 
week fiscal year, whereas the re- 
sults of 1947 covered a fiscal year 
of 56 weeks. This extension of the 
1947 accounting period by an ad- 
ditional four weeks was necessary 
to facilitate the liquidation of sub- 
sidiaries, By-Products Steel Co. 
and Lukenwald, Inc., which on 
November 1, 1947 became divi- 
sions of Lukens. 

Working capital at the close of 
the 1948 fiscal year was $8,939,- 
352, an increase of $1,613,509 over 
the $7,324,843 total for 1947. 

Property, plant and equipment 
show a gross value of $21,321,105 
for the 1948 year, an increase of 
$1,308,085 over the $20,013,020 
for the 1947 year. The net worth 
of the company had risen to a new 
high of $17,866,745, more than 
doubie its pre-war figure of $7,- 
326,000. 

Lukens for the first quarter of 
its 1949 fiscal year which ended 
January 22, 1949 reported a con- 
solidated net profit of $1,316,315, 
after provision for current income 
taxes of $1,011,500, and $141,000 
set aside for additional deprecia- 
tion to cover absorption of in- 
flated costs of new facilities. This 
profit for the quarter is equivalent 
to $4.14 a share on 317,976 shares 
outstanding. 
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While stockmarket followers and Wall Street are pleased 
with the reduction in margin requirements, businessmen are 
scratching their heads wondering whether it’s good or bad, 
whether to sigh with relief or 


y tighten their belts. The rea- 
BUSINESS ACTIVITY||} S07 is simple. On the one 














PER CAPITA BASIS === hand, it’s clear that the Ad- 
M.W.S. INDEX =——J]] ministration’s anti-inflation 
program is now quite dead, 
mu & and this doubtless is good 
news for business which has 
“ kept wondering just to what 
extent it would have to sub- 
mit to onerous controls. On 
the other hand, the margin 
action is tantamount to final 
180 — admission that inflation is 
ended, at least for the time 
being, and that steps are 
needed to prevent deflation 
from going too far. ‘While 
for businessmen, this is hard- 
ly news, there is always the 
possibility of an adverse ef- 
fect on business thinking. 
And very much in the fore- 
ground remains the question 
of how much more business 
will lag before it will stabil- 
ize or improve. Fear jitters is 
the very thing we definitely 
don't want at this juncture. 
Not that it needed the 
FRB margin action to call at- 
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The stream of price declines, 
recent and current, is ample 
evidence. Nor was anyone 
left in doubt about the trend 
of business; lagging tenden- 
cies are obvious in most 
fields. More recently some- 
thing new has been added 
sie cd to this overall picture. For the 
first time in ten weeks, steel 
mill operations have fallen 
below the 100% of capacity 
level, a development that 
may or may not have impor- 
tant immediate implications. 
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pace of steel output in recent weeks, the decline was perhaps 
inevitable as many necessary repairs, long delayed, finally 
had to be undertaken. Still while the drop so far has been quite 
small, there may be more behind it, for it is also becoming 
evident that the steel market is entering a period in which 
normal, competitive factors are reasserting themselves to a 
greater degree. The question is: To what extent will this affect 
future operations? Steel is basic, and any sharper drop in the 
future would point to more deep-seated recessive trends than 
generally assumed. 

The fact is that the steel industry appears to have been 
brought face to face with readjustment much more rapidly than 
thought possible only a few months ago. Lagging demand 
for numerous hard goods is reaching back to the open hearth 
furnaces, forcing cuts among marginal operators and revisions 
of schedules among those fully booked. General inventory 
cutting by steel consumers and Yrs over prospects for spring 
and summer in consumer durables lines have eased the supply 
situation to the point not only of near balance with demand, 
but to a point where the industry can afford to slacken opera- 
tions somewhat, whether for repair or in the interest of more 
economical operations. The future trend of steel activity, to- 
gether with that of retail sales, will be one of the most important 
indicators of what's ahead. In turn, these may be influenced 
importantly by industry pricing policies; the timing and extent 
of price reductions to sustain volume promises to be a major 
consideration. 


Importance of Pricing Policies 


There is need for lower prices to maintain volume, and the 
host of price cuts recently announced is proof that this need is 
widely recognized. Some, however, will be inclined to hold up 
prices as long as possible and rather cut production and em- 
ployment to bring output in line with reduced demand. If this 
attitude were widespread, we would head quickly into depres- 
sion. Competition of course will in most industries have the 
final word, and fortunately it's beginning to work. 

So far, the prospect is still for a slow-down, but no big reces- 
sion this year. Unemployment is not likely to go above the 3.5 
to 4 million level, a healthy maximum making for greater 
labor efficiency. Employment from now on should rise at least 
till mid-summer but due to the time lag this will not be reflected 
in employment statistics for a while. 

Industrial output, in terms of the FRB index, declined in Feb- 
ruary for the third consecutive month and probably will show a 
further drop for March. The index in February dipped to 189%, 
of the 1935-39 average, from 191% in January and a record 
high of 195% last October and November. This makes the 
overall drop so far little more than 3%, holding out the prom- 
ise of no more than a 5%, decline before seasonal forces take 
hold and reverse or stabilize the downtrend. 
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The Business Analyst 





MONEY AND CREDIT—Common stocks were mildly reaction- 
ary during the fortnight ended March 26, with lower priced 
issues holding better than the market. Volume was somewhat 
smaller than for the previous fortnight of advancing prices. A 
favorable technical indication was 10 new group highs for the 
year, compared with only 4 new lows, despite declining aver- 
ages. Stocks on the London market continued to decline, re- 
flecting dampened hope for tax reduction in view of continuing 
need for austerity. Canada, however, plans to cut taxes. Her 
good example may make it harder for President Truman to 
push through heavier taxes at home. High grade preferred 
stocks were weaker than the market, sagging to the lowest level 
in 6 weeks. U.S. Government bonds continued firm, helped 
by bank and institutional buying and announcement that the 
Treasury will maintain, at least until June 1, the 1!/4%, interest 
rate on one-year certificates. Heartened by the Atlantic Pact, 
foreign government dollar bonds advanced to the highest level 
in over a year. Scandinavian issues were especially strong. 
With loans and investments both expanding, earnings assets 
of member banks during the fortnight ended March 16, recov- 
ered about half of their previous decline this year. New York 
City banks expect that earnings for the first quarter will show 
little change ie a year ago. Operating expenses are up a 
little; but interest rates are considerably bioker, percentage- 
wise. 


TRADE—Despite a 5% decline in department store trade, 
February sales of all retail outlets were about even with the 
like month last year, with durable goods making a better com- 
parative showing than non-durables. Sharp improvement is ex- 
pected after March 27. 


INDUSTRY—Business activity has picked up a little since our 
last issue, especially in comparison with last year when the coal 
miners’ walk-out did more damage than this time. New orders 
for durable goods are also expanding; but the sellers’ market 
in metals is about over. During the second week of February 
over a million more were at work than a year earlier, despite 
rising unemployment. This because our working force is now 
larger. 


COMMODITIES—Futures show firm tone, with special strength 
in hides; but wool slumps, and zinc price is reduced. Scrap 
markets weak. 


oO 
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Owing in part to the late Easter this year, Department 
Store Sales during the week ended March 19 fell to 16% 
below last year, thereby widening to 4% the cumulative de- 
cline for the year to date. Store owners are hoping that the 
sharp three-weeks’ rebound, due to set in after March 27, will 
wipe out much of the year’s loss. According to Commerce De- 
partment reports, other retail outlets, however, are making a 
better comparative showing than department stores, particu- 
larly in non-durable goods of which sales are running A of 
last year. 

* * * 

Business Activity picked up a little during the fortnight 
ended March 19, with the margin of decline below last year 
narrowing to 0.6%. Returns for the following week will prob- 
ably show an actual gain over last year. The improved com- 
parison with a year ago is due mainly to the circumstance that 
the coal miners’ walkout a year ago caused more plant shut- 
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downs than this time; because at that time coal stocks above 


ground were not overabundant. 
* 


* * 
This year the Coal mine closings have caused little loss of 
production elsewhere except for shut-downs of a few furnaces 
by Sharon Steel Corp. Despite the reduction in inventories to 
result from the fortnight’s mine stoppage, Western Pennsyl- 
vania operators are cutting the price of coal 10 to 25 cents a 
ton on new sales contracts covering the year starting April 1. 
Coal carriers as well as the mines will be helped by resumption 
of operations on March 28, though full seadiendan will be held 
back ig a miners’ holiday on April 1. 
* 


* 

But coal is only one of a number of commodities on which 
price reductions have been announced since our last issue. The 
cut of 1!/2 cents in the price of slab Zine came as somewhat 
of a surprise in view of the tight inventory situation in that 
metal, It seems that processors, taking a tip from the drop in 
lead prices, suddenly decided to withdraw from the market 
and live for awhile on their inventories. Rather than close down 
mines, or pile up stocks, operators decided to see if a price cut 
would stimulate sales. It probably will in due time; for, unlike 
the situation in lead, inventories are the reverse of topheavy 


and thus far there has been little decline in primary demand. 


The tight inventory situation in zinc is in part due less to 
underproduction than to the circumstance that the geograph- 


(Please turn to the following page) 
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Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 
MILITARY EXPENDITURES—$b (e) | Mar. 1.16 1.17 0.93 1.55 (Continued from page 37) 
Cumulative from mid-1940 Mar. 378.3 377.1 = 364.9 = 13.8 | ical distribution of rigecage ere fa- 
cilities does not mesh with the volume of 
rm salem nnemcaatad 92 po tM se 55.2 | mine output. In some areas production of 
MONEY SUPPLY—$b zinc concentrates exceeds the capacity of 
Demand Deposits—94 Centers Mer. 16 46.2 46.1 47.0 26.1 ~+‘| nearby refineries, and freight charges are 
Currency in Circulati Mar. 23 27.4 27.5 27.8 10.7. | too large to warrant shipping the surplus 
to more than distant plants where reverse 
BANK DEBITS—13-Week Avge. conditions exist. Another surprise develop- 
New York City—$b Mar. 16 8.79 8 =—68.89 8.61 4.26 | ment in the anomalous zinc situation is an 
93 Other Centers—$b Mar. 16 12.80 12.94 = 12.45 7.60 | announcement that, coinciding with the 
PERSONAL INCOMES—$b (cd3) | Jan. 233.1 233.2 2t.o0 ton, | Pt cut, several small producers have 
. made Wage Reductions of 75 cents a 
Selories and Wages Jan. 140.4 142.0 131.5 66 day. Sinat of thes larger mines, however, 
Peopsioters’ Incomes ct — ee have one-year contracts with the C. I. O., 
Interest and Dividends Jan. 18.6 18.4 16.5 10 whidy om eat Jenn 26. 
Transfer Payments Jan. Hd 10.7 11.2 3 . . . 
(INCOME FROM AGRICULTURE) Jan. 27.4 25.8 26.7 10 
Copper has not yet appeared on the 
CIVILIAN EMPLOYMENT—m (cb) Feb. 57.2 57.4 57.1 51.8 | bargain counter, but its arrival there might 
Agricultural Employment (cb)____ | Feb. 7.0 6.8 6.8 8.8 | be hastened by Congressional action in ex- 
Employees, Manufacturing (Ib) | Jan. 15.9 16.3 16.3 13.8 tending suspension of the four-cent import 
Employees, Government (Ib). | Jan. 5.8 6.0 5.5 4.6 |duty for at least another year beyond 
UNEMPLOYMENT—m (cb) Feb. 3.2 2.6 2.6 3.8 | April 1 and by recent cuts in bod be zinc 
prices. At New York, scrap copper dropped 
FACTORY EMPLOYMENT (1b4) Jan. 154 159 160 147 a cent last week, making a total decline of 
Durable Goods Jan. 181 186 188 175 4!/2 cents since the first of the year. 
Non-Durable Goods Jan. 134 138 139 123 * * * 
FACTORY PAYROMS (166) Dec. 378 379 359 196 Steel is still going strong. At the present 
FACTORY HOURS & WAGES (1b) rate, output of ingots and castings this year 
Weekly Hours Jon. 39.6 40.0 405 40,3 | would achieve the record total of 96 million 
Hourly Wage (cents) Jan. 138.4 137.6 128.5 —78.1_ | tons—more than half the world’s entire pro- 
Weekly Wage ($) atl 54.77 55.10 52.07 32.79 | duction and 8 million tons ahead of last 
year when Russia’s contribution was around 
PRICES—Wholesale (1b2) Mar. 22 158.2 158.5 162.2 92.5 |20 million tons, Great Britain’s 16 million, 
Retail (cdib) Jan. 191.6 192.5 190.3 116.2 | and that of France, which held fourth place, 
not quite 8 million. Our previous war-time 
GREE -S8- CRD: 489 Jan. 170.9 171.4 168.8 110.2 | Beak was 89 million, compared with earlier 
Food Jan. 204.8 = 205.0 209.7 113.1 | Beaks of 56 million in 1937 and 63 million 
Clothing Jan. 196.5 200.4 192.1 113.8 in 1929. 
Rent Jan. 119.7 119.5 115.9 107.8 * ” * 
RETAIL TRADE—$b Steel men say that operations will be 
Retail Store Sales (cd) Feb. 8.95 9.42 8.95 4.72 | Maintained at near capacity up to mid- 
Durable Goods Feb. 247 244 «2.35 1.14 | year, at least; but recent price and produc- 
Ncedieeatiie Gimmie Feb. 648. 6.98 6.60 3.58 | tion cuts in alloy and carbon steel suggest 
Dep't Store Sales (mrb) Fab. 0.59 0.64 0.62 0.49 that the return of a Buyers’ Market in 
Retail Sales Credit, End Mo. (rb2)__ | Jan. 742 7.95 6.06 5.46 | Other steel products may not be far distant. 
Not so long ago the President was seeking 
MANUFACTURERS’ authority to enlarge the nation’s steel mak- 
New Orders (cd2)—Total Jan. 237 237 251 181 ing capacity. Now the Commerce Depart- 
Durable Goods Jan. 285 276 291 221 ment is planning a gradual reduction in 
Non-Durable Goods Jan. 209 213 227 157 voluntary allocations under which total 
Shipments (cd2)—Total Jan. 339 348 333 187 allotments would be cut about 25% by 
Durable Goods Jan. 381 395 351 227 June. 
Non-Durable Goods Jan. 314 322 326 158 ee 
Many dealers in Scrap have been losing 
BUSINESS HEVENTORGS, End. Me. money this year. Rag prices are down 50%, 
Total—$b (ed) : Jan. 42 64.0 m8 28.6 | from the 1948 peak, steel junk is off 16%, 
Menstacterers Jan. - 32.0 31.8 28.5 16.4 wad wie paper has tumbled 44°/,. A dis- 
oe ag oo “ og ee tress offering of newsprint one day last week 
f a sap : : crashed the grey market price down to 
Dept. Store Stocks (mrb) Jan. 2.0 2.1 2.0 1.4 $104, from $135 per ton. 
BUSINESS ACTIVITY —1—pc Mar. 19 162.0 1614 166.2 141.8 . 6s . 
(M. W. S.)—1—np Mar. 19 185.4 1848 186.7 1465 But many of these gloomy episodes may 
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Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 
INDUSTRIAL PROD.—1—np (rb) Feb. 139 191 194 174 turn out later to have been water over the 
Mining Feb. 140 151 153 133 dam. Present indications point to an early 
Durable Goods Mfr. Feb. 226 227 226 220 Pick-up in Business, probably startin 
Non-Durable Goods Mfr Feb. 73 ves 160 si with the first week in April when coal will 
CARLOADINGS—t—Total Mar. 19 608 709 700 833 again be pouring from the mines, depart- 
Manufactures & Miscellaneous____ | Mar. 19 350 348 384 379 ment store sales will be mounting and Fed- 
Mdse. L. C. L. Mar. 19 95 97 116 156 eral income tax payments will be out of 
Grain Mar. 19 47 49 36 43 the way. 
. * . 
ELEC. POWER Output (Kw.H.)m Mar. 19 5,496 5,531 5,145 3,267 —— strongest reasons a 
SOFT COAL, Prod. (st) m Mar. 19 2.9 10.4 4.4 10.8 | ing that a severe business depression is not 
Cumulative from Jan. | —— | ‘Mar. 19 114 iil 138 446 yet in sight may be found in the Commerce 
Stocks, End. Mo Jan. 67.8 69.4 49.6 61.8 Department’ s recent report on New 
PETROLEUM—(bbis.) m Orders for durable goods booked by 
Crude Output, Daily Mar. 19 5.1 5.1 5.2 4.1 manufacturers during January, which were 
Gasoline Stocks Mar. 19 127 126 ah 86 3.2% ahead of December, whereas Janu- 
Fuel Oil Stocks Mar. 19 60 59 48 94 ary orders last year were a little smaller 
Heating Oil Stocks Mar. 19 50 52 27 55 than for December. On an annual compari- 
LUMBER, Prod. (bd. ft.) m Mar. 19 618 615 106 632 son basis, January orders were only 2% 
Stocks, End Mo. (bd. ft.) b—-_ | Jan. 71 17 57 12.6 | lower than a year earlier in total value, 
— | compared with a decline of 5.3% (revised) 
STEEL INGOT so (st.) m Feb. 7.46 6.18 a Bs for December. Moreover, the backlog of un- 
pete a | = i = = : : filled orders for durable goods as of Janu- 
ENGINEERING CONSTRUCTION ary 31 was only 3% smaller than a year 
AWARDS—$m (en) Mar. 24 181 127 138 94 earlier. 
Cumulative from Jan. |___.____ Mar. 24 1,740 1,559 1,341 5,692 * * * 
The Commerce Department's January 
og, ~e se ig vy dihiheta: ti ia - it i vi report on personal incomes, and the Census 
‘aperboard, Ne rder ee ar. 
Weed Pulp Stocks, End Mo. (st)t.. | Dec. 104 108 99 98 pr soa a ee 
U. S. Newsprint Consumption ‘st)t.. | Feb. 391 42\ 395 352 also make encouraging rea ung. January 
Do., Stocks (mpt), End ‘Month Feb. 689 656 527. 523 Personal Incomes totaled 6%, more than 
Hosiery Production (pairs) m........... _| Jan. 134 136 162 150 a year earlier and, on an annual basis, 
Motor Vehicles, Factory Sales—t.. | Jan. 431 487 406 352 were virtually the same as for December. 











b—Billions. 


(1926—100). 


cbh—Census Bureau. 


cd—Commerce Dept. 
seasonally adjusted monthly totals at annual rate, before taxes. 
Data. e—Estimated. en—Engineering News-Record. 


cd2—Commerce Dept. 
edi b—Commerce Dept. 
I1—Seasonally adjusted Index (1935-9—100). 
Ib3—Labor Bureau (1935-9—100), Ib4—Labor Bureau, (1939—100). 


(Avge. Month 1939—100). 


It—Long Tons. 


cd3—Commerce Dept., 
(1935-9—100), using Labor Bureau and other 
Ib—Labor Bureau. |b2—Labor Bureau 
m—Millions. mpt—At Mills, Publishers, 


ead in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pe— 
Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Ac-zounts. st—Short Tons. t—Thousands. 
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No. of 1948-9 Indexes 
Issues (1925 Close—100) High Low Mar.19 Mar. 26 
320 COMBINED AVERAGE .......... 151.9 115.5 119.8 120.0 
4 Agricultural Implements —... 240.1 169.4 179.9 175.8 
10 Aircraft (1927 Cl—100) 193.5 134.3 163.1 166.9 
: a Lines (1934 Cl.—100)..... 515.6 342.1 409.7 430.3 
noe 106.8 73.0 80.7 83.0 
12 pre Accessories ........... 224.1 164.1 170.8 171.1 
12 Automobiles ....... ». 43 24.2 25.0 25.0 
3 Baking (1926 Cl.—100) . oe 16.4 18.8 18.7 
3 Business Machines - 297.1 215.9 225.4 222.6 
2 Bus Lines (1926 Cl—100).... 168.4 118.3 125.1 124.4 
S Ghemicdi6: <2. tcc, . 267.1 218.0 228.4 227.8 
3 —— —s aa etic te 14.7 15.0 14.7 
4c ication 56.1 35.0 35.4 35.7 
13 comeaton .. a ee eet wo BES 52.3 55.3 55.3 
7 Containers ....... wie SAO 263.5 269.6 273.5 
9 Gopper a brasé.....- 28 119.1 83.6 83.6d 84.1 
2 Dairy Products ... 60.2 50.7 54.9 55.2 
5 Department Stores . a TUS 49.8 52.3 49.8d 
6 Drugs & Toilet Articles... 184.4 140.2 147.6 149.9 
2 Finance Companies —........... 268.5 199.4 268.5C 267.5 
7 Food (Brands: iicccicccc ees FFG 146.0 153.1 153.9 
2 Food Stores ........... 67.5 57.9 64.9 66.1 
3 Furniture 88.3 59.7 63.9 63.4 
3 Gold Mining 2... 772.7 515.1 621.8 630.9 





Mar. 19 ihee. 26 



































(Nov. 14, 1936, Cl.—100) High Low 
100 HIGH PRICED STOCKS _.... 91.84 74.54 77.26 76.98 
100 LOW PRICED STOCKS 182.86 130.57 135.28 136.45 
6 Investment Trusts —..... 71.6 50.0 57.1 57.7 
3 Liquor (1927 Cl—100) ........ 843.5 630.7 651.7 659.8 
10) Macniners = 179.5 122.9 130.6 128.6 
3 Mait Order... 1285 89.8 101.8 101.8 
3 Meot Packing UE 72.0 77.8 77.1 
12 Metals, Miscellaneous .............. 189.1 138.0 142.9 142.8 
| 48.7 33.1 34.5 34.7 
2m Catron 301.0 199.5 227.5 226.8 
2) Publie Utilities 2. 124.9 97.8 111.6 111.5 
6 Radio (1927 Cl—100) 30.6 17.8 18.6 18.0 
9 Railroad Equipment . 67.2 44.4 45.1 S46 
24 Railroads 30.3 19.5 19.9 20.1 
3 Realty 27.1 21.1 22.6 22.1 
3 Shipbuilding 150.8 107.8 138.1 138.2 
3 Soft Drinks 5 ‘ 298.2 342.7 354.3 
14 Steel & Iron 127.0 95.3 97.9 97.0 
3 Sugar 54.7 42.0 44.5 43.6 
2 Sulphur 281.9 206.6 262.4 262.9 
5 Textiles 170.4 108.2 114.2 108.2b 
3 Tires & Rubber . 34.5 27.5 30.2 30.5 
6 Tobacco 73.5 62.4 71.9 73.5B 
2 Variety Stores _. 327.8 286.9 309.2 312.7 
17 Unclassified (1947 ‘Cl—100), 109.8 83.8 99.2 100.1 





New HIGH since: B—1947; C1946. 


New LOW since: b—1947; d—1945. 
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Commodity futures displayed moderate firmness during the 
past fortnight, with special strength in hides; but wool prices 
declined sharply. Reduction of another cent in lead and a 
1!/2-cent cut in slab zinc were mainly responsible for a decline 
in our index of raw material spot prices to a level only 0.8%, 
above last year at this time. The Agriculture Department says 
that production of winter wheat and other bread grains in 
Europe this season will be smaller than last year; though some- 
what larger crops will probably be harvested in the Low Coun- 
tries, Denmark, Poland and Hungary. Wheat sowings in the 
U.S.A. for this year’s crop will be the largest in history. Corn 
acreage will be the smallest in over 50 years, though only 2% 
below last year. 1949 plantings of all crops will approximate 
361 million acres—1.6 million less than last year; but above 
any other peace-time year since 1937, Wheat importing na- 


tions have agreed upon an international wheat pact with the 
U.S., Canada and Australia as the major exporters. Import- 
ing nations have consented to take 450 million bushels of 
wheat annually for four years at a maximum price of $1.80 a 
bushel. Our share of the annual export total would be about 
167 million bushels. The agreement remains to be ratified by 
Congress, which rejected more favorable terms last year. 


Wheat flour production in January was 7%, under the like | 


month last year. The 1949 crop of oats will be supported at 
70%, of parity, as of April 15, same as last year; rye at 72°, 
same as last year; barley at 72%, against 75%, last year; 





wheat and corn at 90%, as provided by law. Florida citrus | 
fruit growers, by mutual agreement to limit shipments, have | 


lifted the price to $3 a box, from the $1.75 low of a month 
or So ago. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2 Wk. | Mo. 3 Mo. 6 Mo. | Yr. Dec. 6 
Mar.28 Ago Ago Ago Ago Ago 194I 


28 Basic Commodities ___._ 252.1 265.6 273.4 299.4 315.5 317.8 156.9 
11 Imported Commodities. 251.3 251.9 256.2 270.7 281.1 275.3 157.3 
17 Domestic Commodities. 261.0 274.4 285.2 319.6 340.0 348.4 156.6 


RAW MATERIALS SPOT INDEX 
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14 Raw Materials, 1923-25 Average equals 100 
Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 


1949 1948 1947 1945 1941 1939 1938 1937 
High 161.5 162.2 164.0 95.8 85.7 78.3 65.8 93.8 
Low ........... 153.3 149.2 1264 936 743 61.6 57:5 64.7 
40 


Date 2 Wk. | Mo. 3 Mo. 6 Mo. | Yr. Dec. 6 
Mar.28 Ago Ago Ago Ago Ago 1941 


2 rapsagneme sue meme gata oe eR 


7 Domestic Agriculture. 291.8 294.0 291.1 312.2 345.2 370.1 163.9 | 


280.4 286.5 288.6 329.8 379.0 396.4 169.2 
254.5 260.5 270.7 279.6 278.2 268.8 148.2 


12 Foodstuffs 
16 Raw Industrials 


COMMODITY FUTURES INDEX 
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Average 1924-26 equals 100 
1949 1948 1947 1945 1941 1939 
Paton . 139.28 168.63 175.65 406.41 
Low . .. 124.61 139.83 117.14 93.90 55.45 46.59 45.03 52.03 


1938 1937 
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84.60 64.67 54.95 82.44 | 
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Status of Utility Holding 
Comparies—Where Break- 
Up is in Sight 





(Continued from page 27) 


court approval around the year- 
end, if there are no undue delays; 
that would make liquidation 
about a year off. 


Electric Power & Light’s plan 
is meeting with some opposition 
from a committee of common 
stockholders. The stock is around 
23 and has an estimated break- 
up value around 30. It will re- 
ceive about 1.32 shares of United 
Gas together with a = small 
amount of Middle South Utilities, 
a proposed holding company for 
the four electric subsidiaries op- 
erating in Arkansas, Louisiana 
and Mississippi. Earnings of the 
electric company are increasing 
rapidly. United Gas earned $1.71 
in 1948 versus $1.50 in 1947, but 
the last quarter showed only 31lc 
versus 37c, due perhaps to the 
warm winter. 


American & Foreign Power’s 
recapitalization plan was re- 
turned to the SEC in January, 
and in February the company 
passed the dividends on the first 
preferred stocks. Earnings of the 
subsidiaries in Latin America are 
increasing rapidly, and system 
troubles are mainly in New York. 
Eventually the recap plan should 
be ironed out and the company 
may be able to reduce its out- 
standing debentures substantial- 
ly. However, because of the tri- 
angular contest between the first 
and second preferred stocks and 
Electric Bond & Share, there may 
be a further long delay before a 
final plan is consummated. The 
first preferred stocks would seem 
to have long-term appreciation 
possibilities, unless the plan is 
drastically changed; the position 
of the junior stocks is more spec- 
ulative. One of the company’s 
major problems is to finance the 
big construction program of its 
subsidiaries; foreign exchange 
problems are also a headache at 
times. 


Electric Bond & Share itself 
will probably not dissolve, but 
continue as a holding company 
with 100% interest in Ebasco 
Services, and majority interests 
in American & Foreign Power 
and United Gas. Portfolio values 
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might aggregate nearly twice the 
current market price, but since 
this is not a “break-up” situation, 
there is some question as to how 
much future discount may re- 
main when present problems are 
ironed out. In effect the stock 
represents an attractive method 
of buying at a discount a good 
“growth” company (United Gas) 
and an attractive long-term spec- 


ulation (American & Foreign 
Power new common). Also, 


Ebasco is now developing into a 
very big enterprise with a huge 
backlog of business on its books, 
and is beginning to pay dividends 
to the parent company. However, 
much of its activity is in con- 


struction, which might deéline 
within a few years. 
Niagara Hudson Power now 


has a new plan before the SEC. 
Subsidiaries will be merged into 
one operating company. The Class 
A stock of this company will be 
given to Niagara’s preferred 
stockholders, and .78 share of the 
common stock will go to each 
share of Niagara common. If the 
plan can become effective in 
about a year, Niagara common 
stockholders would have to pay 
about $1 a share to retire remain- 
ing bank debt. The new common 
stock is expected to earn about 
$2 next year and pay $1.40. Long- 
term appreciation possibilities on 
the old common stock (now 
around 10) are estimated at 
around 40% ; but the stock is al- 
ready up from 634 in the past 
few months, so that “the cream 
is off.” 





Argentina’s Brittle Economy 





(Continued from page 21) 


be repaid, has been hinted. How- 
ever, there is not much chance that 
anything of this sort can mate- 
rialize in view of the low level of 
Argentina’s dollar resources—un- 
less the Peron regime succeeds 
in getting a loan from New York 
banks or the Export-Import Bank. 

The point worth remembering 
is that the Peron Government 
must act in order to survive—and 
act counter to its past policies. 
Every point of decline in com- 
modity price indexes weakens its 
position, just as the shift from 
sellers’ to a buyers’ market has 
completely reversed Argentina’s 
international trading position. 
Abandonment of its present eco- 
nomic nationalism cannot but 





benefit Argentina and Argentine- 
American trade in the long run. 
Hence the impression that the 
American business community 
would act against its own inter- 
ests if it should rush in and bail 
out Mr. Peron on his own terms. 





Outlook for 
Consumer Credit 





(Continued from page 29) 


ables alone amounted to almost 
$322 million, with 85% maturing 
in 1949. Because this class of 
business is unusually profitable 
and losses are low, it seems prob- 
able that 1949 net earnings of 
C.1.T. will fully equal if not ex- 
ceed the $4.57 per share reported 
in 1948. 

To finance such a vast volume 
of business has required large 
borrowings, but the company’s 
high credit and the relative liquid- 
ity of its assets has made this 
readily possible. Notes payable, 
including commercial paper, 
amounted to $355.2 million at the 
end of 1948, while four issues of 
term notes bearing a low interest 
rate aggregated $202 million. To 
keep the capital structure in de- 
sirable balance, the company sold 
$30 million of 4% preference 
stock last year to an insurance 
company and has recently sold 
$20 million more. Total interest 
and preferred dividends paid last 
year was only $9.7 million com- 
pared with receipts of $94.9 mil- 
lion from service, premiums and 
commissions, after providing sub- 
stantial reserves for future losses 
from financing and factoring. 
After allowing for operating ex- 
penses of the parent company, its 
insurance and factoring subsidi- 
aries, net consolidated income 
rose to more than $17 million, or 
$4.57 per share on the equities. 
Thus the dividend of $2 per share 
was amply covered last year and 
should remain secure throughout 
1949. 

Commercial Credit Company 
has grown to giant size since its 
incorporation in 1912, incidental- 
ly operating at a profit in every 
year and omitting dividends on 
common stock only in 1933. Dur- 
ing this long period, consolidated 
invested capital has expanded 
from $300,000 to $98.5 million. 
By degrees the business has be- 
come quite diversified, due to the 
acquisition of manufacturing com- 
panies operating in seven fields 
and six insurance companies that 
together issue policies covering 
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credit, health, fire, accident, bur- 
glary, theft and general casualty 
insurance. In a year like 1948 
when all these units operated suc- 
cessfully and swelled consolidated 
net income to about $16.6 million, 
it is interesting that finance sub- 
sidiaries contributed approximate- 
ly $6.7 million, manufacturing 
companies $6.2 million and insur- 
ance units almost $3.7 million. 
Last year Commercial Credit 
Company acquired $1.76 billion 
receivables, the manufacturing 
subsidiaries sold $90.4 million 
worth of goods, while the insur- 
ance divisions collected gross pre- 
miums of $37.3 million. At the 
end of 1948, the company held 
$335.2 million motor and indus- 
trial retail installment paper and 
$82.8 million wholesale accounts, 
not to mention $28.1 million per- 
sonal obligations. Thus the un- 
earned income reserve amounted 
to $20.1 million, providing an in- 
itial and partial clue to 1949 earn- 
ings prospects. Substantial rev- 
enues from installment paper are 
assured and they will probably 
rise, but allowance must be made 
for potentially lower profits from 
the manufacturing divisions in 


the current year, in the light of 
current uncertainties. 

Per share net earnings of this 
concern soared more than four- 
fold last year to $8.56, a high 
mark to shoot at in 1949, by com- 
parison, dividends of $3.20 per 
share were conservative and there 
can be little question about their 
stability at this time. The outlook 
for dividend improvement, 
though, is dimmed by heavy cap- 
ital needs. To finance the acquisi- 
tion of such large amounts of re- 
ceivables, Commercial Credit 
Company has borrowed $284.7 
million on short term paper, $110 
million in the form of term notes 
and an additional $25 million on 
subordinated unsecured notes due 
1957. As all of these borrowings 
carry a low interest rate, their 
incurrence should be profitable as 
well as sound. 





Status of Corporate 
Cash Resources 





(Continued from page 12) 
This latter point is worthy of 


note because of prospects that the 
farmers henceforth, and dealers 
in turn, may ask for more liberal 
credit terms and thus expand 
accounts and notes receivable. As 
a $30 million postwar expansion 


program has now been completed © 


and another prosperous year 
seems indicated, it is probable 
that cash and securities accounts, 
already at a comfortable level of 
$33 million, will reach new 
heights as the year progresses, 
offsetting higher tax payments 


and increased capital needs with- — 


out threatening dividend stability. 
The inventory position of 


American Woolen Company at / 
the end of 1948 showed little ~ 


change from the previous year, 
as to ratio to sales, total amount 
or relation to over-all working 
capital. Cash holdings, though, 
shrank from $11.2 million to $7.2 


million. As the management re- [| 


cently announced a drastic decline 


of about 84% in new orders dur- : 
ing early 1949, its seemingly com- | illic 
fortable $59 million of inven- | 


tories may ultimately create a 
dilemma, for unless the lag in 
incoming orders is substantially 
corrected or production decidedly 








TO EVERYONE, THIS GULF SIGN 
STANDS FOR TWO GUARANTEES! 


e This Gulf emblem on any product stands 
for two guarantees of excellence. One visible, 


one invisible. 


The visible guarantee is evidenced by the 
plant and properties that make Gulf one of the 


TO AN ASTRONOMER THE SIGN 
AT LEFT STANDS FOR VENUS 





largest producers and refiners of crude oil. 


The invisible guarantee is the determination 


of Gulf to make the best petroleum products 


Gulf Oil Corporation 


that skill, science, loyal employees and alert 
management can jointly achieve. 


Gulf Refining Company 
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General Offices, Pittsburgh, Pa. 
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curtailed, inventories would be- 
come excessive. 

To determine just how the 
company has handled its serious 
problem, only the forthcoming 
quarterly report can give clues. 
Record high prices for wool and 
advanced wage costs narrowed 
operating margins last year, 
though a 12% volume gain en- 
abled the company to report net 
earnings of $16.4 million or 
$15.88 per share. 





Coping with Price Declines 


Farsighted provisions for a de- 
cline in prices of oils and fats 
enabled Colgate - Palmolive - Peet 
Company to end last year with 
not only satisfactory earnings but 
well balanced current assets, and 
with a current ratio somewhat 
more favorable than a _ year 
earlier. Inventory markdowns 
helped reduce values by $3.8 mil- 
lion at the end of 1948 to $28.8 
million, equal to only 13% of 
sales and 48% of total current 
assets. Cash remained virtually 
stable at $11.4 million. All inven- 
tory losses were charged against 
net income, although an inven- 
tory reserve of $7.25 million 
could have been drawn upon. The 
company’s inventory values at 
the year end were considered so 
conservative that $4,250,000 of 
the reserve was transferred to 
earned surplus, lifting net per 
share to $5.69 for 1948. A cur- 
rent ratio of 4.4 attests to a very 
sound financial position. 

To what extent volatile prices 
' for raw materials are responsible 
' for changes in the composition of 
current assets is well shown by 
the 1948 balance sheet of Electric 
Storage Battery Company. Sales 
of this concern last year topped 
those of any period in 60 years 
by a margin of 17%. But prices 
_ for lead, the main component of 
' batteries, advanced three times 
during 1948 for a total gain of 
230% in two years time. In order 
' to catch up with a record demand, 
' the company increase inventories 
' dollarwise by $7.8 million or 27%, 
despite peak deliveries. In order 
to partially finance this process, 
about $4.5 million of securities 
were sold from an investment 
portfolio, reducing combined cash 
and liquid investments to $7.3 
million compared with $10.9 mil- 
lion a year earlier. Conversely, 
inventories rose to 60% of total 
| current assets, against 49% for- 
i merly. 

Since the beginning of 1949, 
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THE FUTURE HOLDS GREAT PROMISE 


Neither chance nor mere good for- 
tune has brought this nation the 
finest telephone service in the world. 
The service Americans enjoy in such 
abundance is directly the product of 
their own imagination, enterprise 
and common sense. 





The PEOPLE of America have put bil- 
lions of dollars of their savings into 
building their telephone system. They 
have learned more and more ways to 
use the telephone to advantage, and 
have continuously encouraged inven- 
tion and initiative to find new paths 
toward new horizons. 

They have made the rendering of 
telephone service a public trust; at the 
same time, they have given the tele- 
phone companies, under regulation, the 
freedom and resources they must have 
to do their job as well as possible. 

In this climate of freedom and re- 
sponsibility, the Bell System has pro- 
vided service of increasing value to more 
and more people. Our policy, often 
stated, is to give the best possible serv- 
ice at the lowest cost consistent with 
financial safety and fair treatment of 
employees. We are organized as we are 
in order to carry that policy out. 


Bet Telephone Laboratories lead the 
world in improving communication 
devices and techniques. 

Western Electric Company provides 
the Bell operating companies with tele- 
phone equipment of the highest quality 
at reasonable prices, and can always be 
counted on in emergencies to deliver the 
goods whenever and wherever needed. 

The operating telephone companies 
and the parent company work together 


From the 1948 Annual Report of the 
American Telephone and Telegraph Company 


so that improvements in one place ma 
spread quickly to others. Because all 
units of the System have the same serv- 
ice goals, great benefits flow to the public. 


Similarly, the financial good health 
of the Bell System over a period of 
many years has been to the advantage 
of the public no less than the pris 
holders and employees. 

It is equally essential and in the pub- 
lic interest that telephone rates and 
earnings now and in the future be ade- 
quate to continue to pay good wages, 
protect the billions of dollars of savings 
invested in the System, and attract the 
new capital needed to meet the service 
opportunities and responsibilities ahead. 


There is a tremendous amount of 
work to be done in the near future and 
the System’s technical and human re- 
sources to do it have never been better. 
Our physical equipment is the best in 
history, though still heavily loaded, and 
we have many new and improved facil- 
ities to incorporate in the plant. Em- 
ployees are competent and courteous. 
The Bell System policy of making pro- 
motions from the ranks assures the 
continuing vigor of the organization. 


Wan these assets, with the tradi- 
tional spirit of service to get the mes- 
sage through, and with confidence that 
the American people understand the 
need for maintaining on a sound finan- 
cial basis the essential public services 
performed by the Bell System, we look 
forward to providing a service better 
and more valuable in the future than 
at any time in the past. We pledge our 
utmost efforts to that end. 


Cwiny ee, Saneillbiene 


President 
American Telephone and Telegraph Company 











lead prices have been reduced 
twice and may recede further. 
This trend was stimulated by a 
sharp drop in demand for re- 
placement batteries. It is easy to 
see that a substantial downward 
revision of inventory values may 
be in store for this company, but 
contingency reserves of more 
than $5.9 million may cushion the 
impact on earnings. The current 


ratio of 3 seems likely to shrink 
somewhat. Earnings of $6.67 per 
share last year, after deducting 
$1.5 million for reserves, amply 
covered dividends of $3 but the 
spread may be substantially nar- 
rowed in the current year. In 
weighing this potential, though, 
it should be realized that share- 
holders have received dividends 
without a break since 1900. 
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YAN. 


HOLDING THESE 
STOCKS? 


F. W. Woolworth Stand. Oil, N. J. 
Am. Rad. & S.S. Shell Union Oil 
Armour & Co. Gen. Motors 
Western Union Int. Tel. & Tel. 
U. S. Steel Pub. Serv. E. &G. 
Am. Tel. & Tel. Phillips Petroleum 
Comm. Edison, Chi. Kennecott Copper 
Trans. & West. Air Pan Am. Airways 
Cons. Edison, N. Y. Pepsi-Cola 

Texas Co. Paramount Pict. 
Sunray Oil a. R.R. 
Farnsworth T. & R. Chesapeake & Ohio 
Babson’s opinion on these widely 
held stocks may save you losses. 
Simply check those you own, OR 
LIST 7 OTHERS YOU OWN, 
and mail this ad to us. We will 
tell you if clients have been ad- 
vised to Hold or Switch them. 


No cost or obligation. 
Write Dept. y-74 


BABSON’S REPORTS 
Wellesley Hills 82, Mass. 
AAADAAS55) 





What Prospects for 
Inflationary Revival? 
As GovernmentFiscal Factors 
Now Tend to Counter 
Deflation 





(Continued from page 15) 


may be placed on industries at 
present fully engaged in purely 
civilian production. If so, this 
could revive shortages in certain 
areas, with renewed price stimu- 
lating effects. Viewed from this 
angle, the Administration may 
very well know whereof they 
speak when they contend that in- 
flation is still the greater prob- 
lem. Apart from this, however, 
any inflationary implications of 
fiscal policy are more likely to 
tend towards credit inflation than 
price inflation. Deficit spending 
means borrowing, usually from 
the banking system—an outright 
inflationary method of financing. 
It absorbs no current income but 
instead produces an immediate ex- 
pansion of the money supply. If 
the process goes far enough, price 
inflation of course will ultimately 
follow as we have learned to our 
sorrow in the past. 

Doubtless then, with new defi- 
cits ahead, the main problem of 
postwar monetary policy remains 
that of coping with credit in- 
flation, for it is far from certain 
whether bank borrowing can be 
largely avoided in financing ex- 
cess spending. Taxation rather 
than borrowing would be the ideal 
method, but higher taxes, as we 
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have pointed out before, have de- 
cided drawbacks at the present 
juncture. This doesn’t mean that 
we may not have to face them 
sooner or later unless Govern- 
ment economies can be instituted 
to obviate this need. But the out- 
look for that is not particularly 
bright. 

In this connection, it may be 
pertinent to cite a recent state- 
ment by Senator George in which 
he opined that only one thing will 


cause a sizable depression this ~ 


year — a boost of $4 billion to $6 
billion in taxes as proposed by the 
President. He also warned unless 
Congress is willing to cut spend- 
ing, we shall face a deficit or else 
shall be compelled to increase 
taxes. That just about sums up 
the problem: Either raise taxes 
and court depression; cut spend- 
ing to balance the budget; or face 
deficit spending. As it looks now, 
the latter appears much _ the 
greater likelihood and if so, cop- 
ing with credit inflation may 
again become a problem despite 
recent steps in credit policy indica- 
tive of conviction that inflation is 
gone, that the nation has now 
entered a deflationary period. This 
at least is the general interpreta- 
tion of lower margins on security 
trading and the recent relaxation 
of consumer credit curbs. The size 
and duration of future deficits 
will determine whether a quick 
shift in policy emphasis may 
again become necessary, whether 
the effect of deficit spending will 
transcend that of pump-priming 
and require deflationary counter- 
action. 





Prospects for 
Oil Company Profits 





(Continued from page 25) 


known and proven fields. 
Regardless of the truth of un- 
substantiated reports to the effect 
that government authorities are 
anxious to encourage search for 
new sources of petroleum in this 
country as a safeguard for mili- 
tary requirements, it seems rea- 


sonable to think that those in’ 


power realize the importance of 
gasoline and other oil products as 
the life blood of modern defense. 
New discoveries in recent years 
have been disappointing and 
geologists wonder whether addi- 
tional sources comparable with 
discoveries of the 1920’s remain 
to be found in this country. De- 
velopments in Alberta, across the 
Canadian line, suggest that the 


Dominion may become an impor- 
tant source for petroleum prod- 


ucts in years to come. It may not § 


be long before Canada is self- 


supporting, so far as oil is con- | 


cerned. 

As production abroad, particu- 
larly in the Middle East, has been 
mounting, there naturally arose 
the question how steadily rising 
imports might affect the domestic 
oil business at a time when sup- 
plies are considered adequate to 
meet current demand as well as 
that of a short-term, peaceful 


future. Hence recent agitation to | 
curtail Middle East imports. Be- [ 
yond that is the larger question of | 


the vulnerability of the Middle 
East in the event of war. There is 
little doubt that should hostilities 





—E 


break out with Russia, that coun- | 


try could quickly render impos- 
sible our use of that important 
supply area. This explains the new 
and intensified effort to develop 
and exploit Western Hemisphere 


resources, as in Canada and Mex- | 
ico, as the only really safe for- | 


eign supply areas in such a 
contingency. 


The fact that oil is so essential 


as a source for gasoline and | 


residuals for military require- 
ments, as well as a vital raw ma- 


terial for synthetic rubber, sug- | 


gests that it is to the advantage 
of the nation as a whole to assure 
adequate supplies within the 
United States. 
encourage continued search for 
new reserves it is important that 
the price of crude be sustained at 
a level that would encourage drill- 


Accordingly, to | 


ing. This is another reason why | 


the current price structure may 


remain firm. It is a well known | 
fact that price is the principal | 


inducement to drillers. 

Drilling costs have risen phe- 
nomenally in recent years as pro- 
ducers have developed a wide 


variety of activities designed to | 


assure successful results. Geo- 
physical research, involving air 
surveys, topographical maps, soil 
analysis, etc., is an essential pre- 
liminary step before drilling 
equipment is moved into an area. 
Moreover, nowadays wells are 
drilled to greater depths than 


ever before, and costs are in- | 


creased proportionately. Explora- 
tion has extended to underwater 
areas in the Gulf of Mexico, 
where drilling operations are 
especially costly. Almost 40,000 


new wells were completed last | 
year and current plans call for | 


only a slight decline in this total f 


in 1949. 
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or- Hence, although capital invest- 

‘od- ments may not be so large this 2 0 C i C AR ‘ T ; \ 
not — year as in 1948, they still will be 

elf- — substantial, for petroleum still is 

on- | a vigorous industry and, with 





production approximating 2 bil- 


icu- lion barrels annually, or 8 per e 
een | cent of proven reserves, the in- 
ose — dustry must be constantly replac- | 
ing | ing depleted supplies. Moreover, | 
ic | the obsolescence factor in refin- | 


Stic 
up- | ing operations is relatively high. 


| This is th ‘t of industry th | 
to | Th advantageousty eee'iarze ree When you smoke PHILIP Morris! 


ful | tained earnings. 











to | Prospective growth in demand 
Be- for natural gas should not be 
of neglected in viewing the outlook 
idle | for petroleum companies. Now 
>is | that equipment has been _per- That's Why Over 


jes | fected that permits distribution 


un- | of supplies to populous eastern 
os- | markets, gas promises to com- 
ant | mand greater respect as a heat- 
ew | ing fuel. Thus far this product 

' has been developed largely in con- 







lop 

sae - nection with production of crude a 
ex- | Oil. Substantial profits can be re] 
‘Or- made on natural gas at current Smokers SWITCHED 





a relatively low rates (in relation 
to coal) if markets prove to be 
as large as economists anticipate, 


— for abundant supplies of so-called 
ve. wet gas are available which af- 
vedi ford profits in the form of na- 
ug tural gasoline. Completion of ex- 

tensive pipe lines to eastern 


markets in the next few years 
the should give impetus not only to 
aa gas producers but also to major 
integrated oil companies. 
Marketwise, oil stocks after 
ae their prolonged decline during the 
latter half of 1948 have recently 









ill- : é ; 
des again shown signs of investor 
we favor, reflecting prevailing low 
wn | Prices in relation even to some- 
pal what reduced 1949 earnings po- 
tentials. Crude oil producers, in- OVED 
he- | tegrated companies and concerns 
yo- | With a substantial stake in natural MITELY 
ide | 22S are in favored position for DEI A 


ries satisfactory earnings experience 
and longer range growth pros- Yes, find out for yourself ‘s 
pects, and should do well during 


vl | constructive market phases. how really mild, how clean {R RITATING 
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co, | has a _ sinking fund provision 


ire | whereby 10% of the preceding 
00 | year’s net earnings is required to 
ast | be used for the redemption of CALL 
for _ outstanding debentures. 
tal | The company’s 514% preferred 
_ stock also has a provision provid- FOR 
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Burroughs 


193rd CONSECUTIVE 
CASH DIVIDEND 


A dividend of twenty cents ($.20) a share has 
been declared upon the stock of BURROUGHS 
ADDING MACHINE COMPANY, payable 
June 10, 1949 to shareholders of record at the 
close of business May 2, 1949. 


Detroit, Michigan, 


March 31, 194 


SHELDON F. HALL, 
Secretary 

















JOHN MORRELL & CO. 


DIVIDEND NO. 79 

A dividend of Thirty- 
Seven and One-Half 
Cents ($0.375) per share 
on the capital stock of 
John Morrell & Co. will 
be paid April 30, 1949, to stockholders 
of record April 8, 1949, as shown on the 
books of the Company. 

Ottumwa, lowa. George A. Morrell, Vice Pres. & Treas. 




















NATIONAL CONTAINER CORPORATION 


A regular quarterly dividend of $0.296875 was 
declared on the 43%4% Cumulative Convertible 
Preferred Stock of National Container Corpora- 
tion, payable May 2, 1949 to stockholders of 
record April 15, 1949. 
Harry Ginsberg, 
Treasurer 











ing that 10% of the previous 
year’s earnings be used for the 
retirement of preferred stock. 
Therefore, approximately 20% 
of last year’s net earnings of 
$1,934,895 or $386,979 must be 
set aside for sinking fund re- 
quirements. Add to this preferred 
stock dividends of $81,000 and 
the instalments due annually on 
notes and mortgages totaling 
$807,968, and it is quickly seen 
that cash required for these pur- 
poses totals in the neighborhood 
of $1,276,000. Since this is Ap- 
proximately $1.85 per common 
share, it is fairly evident that 
the company will be obliged to 
pursue a conservative dividend 
policy during the term of the bor- 
rowings. Last year’s distribution 
amounted to only 15c per share 
or 7.6% of earnings of $1.97 per 
common share for the year. This 
compares with dividends of 90c 
per share paid during the year 
1947 and future dividends may be 
expected to be quite conservative, 
at least as long as the loans re- 
main unpaid. 

Pepsi-Cola Company found it 
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necessary in June of 1948 to aug- 
ment its working capital by bor- 
rowing $5,000,000 from an insur- 
ance company. Under the terms 
of the loan agreement, the com- 
pany, may not pay dividends ex- 
cept from net income earned sub- 
sequent to December 31, 1947, 
plus the sum of $2,000,000. In 
addition, net working capital 
must be maintained at a level of 
$5,000,000. Other than prelimin- 
ary income figures, the company 
had not at this writing released 
its balance sheet and profit and 
loss statement for the past year. 
Earnings figures published 
showed net income for the year 
1948 of $3,152,817 against $6,- 
769,834 for 1947. On a per share 
basis, this amounts to 55c for the 
latest year as compared with 
$1.18 for 1947. At the end of 
1947, net working capital stood 
at $5.9 million, just a small mar- 
gin over and above the $5.0 mil- 
lion required to be maintained by 
the terms of the loan agreement. 
Of course the loan obtained in 
June of 1948, together with net 
earnings after dividends of some 
$2.4 million paid during the year 
improved the working capital 
position somewhat. 

At the end of 1947, the com- 
pany’s earned surplus totaled 
$13,791,992 to which $2,000,000 
of the subsequent year’s earnings 
had to be added to arrive at the 
amount of restricted surplus un- 
der the loan agreement, totalling 
$15,791,992. As we have seen, 
earnings for 1948 amounted to 
$3.1 million, out of which the 
company paid dividends of $2.4 
million. This leaves only $0.7 mil- 
lion for transfer to earned sur- 
plus as of the 1948 year end, or a 
deficit of $1.3 million in the $2.0 
million of restricted earnings un- 
der the loan agreement. Conse- 
quently, less than six months 
after the loan was obtained, the 
company on November 24, 1948, 
passed the dividend on its capital 
stock and none has been paid 
since. The terms of the loan 
agreement together with the un- 
impressive outlook for operating 
results over the near term com- 
bine to make early resumption 
unlikely. 





Changes in Corporate 
Earnings Trends 





(Continued from page 10) 


quarter; as a result, the latter’s 
per share net of $1.59 was trans- 
formed into a fourth quarter 


deficit of seven cents. Again we 
see dwindling volume bumping 
against break-even points. The 
management has been predicting 


losses for the first 1949 quarter | 


and most likely also for the sec- 
ond quarter, about equal to the 
profits it had during the com- 
parabie periods in 1948 when 
first quarter net was $1.43 per 
share and second quarter profits 
came to $1.30. Indicative of the 
situation in appliances, the presi- 
dent of Apex commented that the 
home equipment business was be- 
ginning to run into rough 
weather last November and has 
shown only faint signs of recov- 
ering at the present date. 

Philco has been doing right 
well last year, earning $6.32 per 
share compared with $6.18 in 
1947, and indicated fourth quar- 
ter net of $2.09 per share was 
the best of the quarterly periods. 
However, since the turn of the 
year, sales of many of Philco’s 
products have been affected by 





the general let-down in consumer | 


demand; how much, will be re- 
vealed by first quarter figures 
soon to be released, though 
growth of television may help to 
counter the downtrend in other 
lines. 

Rapid strides of television 
sales has been responsible for the 


excellent showing of Zenith Radio | 
which reported peak sales for the | 


January quarter though per 
share net did not fully match 


that of the previous April quar- | 


ter. But even the flourishing tele- | 


vision field 
troubles. Admittedly leading 
manufacturers are doing well, 
looking forward to greatly in- 
creased sales and good profits; 
but competition is getting tougher 
and is likely to leave its imprint 
on margins and earnings. The 
experience of Farnsworth is well 
known. But the recent dividend 
omission by Magnavox was some- 
what of a surprise to many 
though dictated by a desire to 
conserve cash rather than by 
sharply dropping earnings. The 
management felt that because of 
general business conditions and 
temporary excess inventories, it 
was prudent to maintain the 
strongest possible cash position. 
As it is, while strides in television 
have been phenomenal, expenses 


to keep up with competition are 


high. 


where severe output curtailment 
has occurred in some cases while 
others expanded, we find con- 
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In the washing machine field | 


is not free from | 
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The Forecast Gives You a Concrete Program 
© For Annual Income of 6% to 8% ... on a Regular Monthly Basis 
See Plan 1. 
te © For Strengthening Your Holdings . . . Recouping Losses You May 
Have ... Through Consultation . . . See Plan 2. 
© For Investing for Appreciation . . . with Liberal Yields... 10 Bargain 
Stocks Now Being Advised . . . See Plan 3. 
The Forecast will serve you in sifting the opportunities from the 
; hazards . . . in capitalizing on the outstanding potentials for your 
t investment profit over the months ahead. It can be worth thou- 
| = Cp sands of dollars to you. 
: Plan We Will Tell You What Action to Take 
E 2 on Securities You Hold or Plan to Buy 
° ‘ 
Plan For Annual income 6% to 8% Now and throughout your enrollment...we will analyze and G 
: I —ona Regular Monthly Basis appraise your holdings or contemplated purchases in the 
light of 1949 prospects . . . extending to you our expert con- 
Just being inaugurated . . . to take advantage sultation service. 
‘ of the current auspicious market setting . . . Earnings . . . present and potential . . . will be weighed from 
: this program has been carefully planned to our studies of latest balance sheets and first quarter reports. 
t enable you to build an investment backlog in Dividends will be evaluated to gauge the security of current 
high-grade common stocks on which you can payments . .. where higher dividends are in the making .. . 
i = depend for an assured annual income of 6% where dividend casualties are indicated. 
| to 8% — on a regular monthly basis. Definite Conclusions and Advice Will Be Given You in Per- 
| £ sonal Reports... what to buy or hold .. . hold temporarily 
\ Safety of your income and capital will prevail ...or weed out... to recoup losses ...to keep your portfolio 
; bd over all other considerations in order that on a profitable basis. 
; < each month will bring you the comforting Plan Investing for Appreciation 
, = assurance of a regular contribution to meet 3 co 
Be your expenses. — With Liberal Yields 
if: For your working investment capital . . . we will provide 
| # Excellent capital growth potentials will be you with the following well-balanced, continuously super- 
4 afforded through latent investment demand vised, programs: 
z plus the fact that we will select only progres- * Dynamic Securities for Capital Building : > 
z sive companies in basic industries. With Higher Dividend Potentials 5 
# t& Low-Priced Opportunities 3 
One at a time .. . as these situations crystal- For Large Percentage Profits : 
ba lize .. . they will be definitely recommended In These Two Programs, We Are Now Recommending ; 
Fd and constantly supervised. As a limited num- : : 
z >t aillenen’- Nepal tea 10 Sound Stocks At Bargain Levels i 
iz ber of securities will be carried, varying capi- rs : : 7 = 3 
’ # tal amounts may be readily used. —Which, We Believe, Have Seen Bottom for 1949 
| Average price under $37 . . . average earnings $10.15 
z Having widespread appeal as the nucleus of Average dividend $3.15 . . . average yield 8.6% 
i # a retirement fund .. . as an adjunct to insur- These stocks offer potentials comparable to our recom- : 
| ance plans . . . we suggest that you participate mendations of last year which resulted in 1033, points Fe 
# now as the program gets under way. profit with only 2% points loss. z 
Fos % 
: 
. x 4 
f = roo - FREE SERVICE TO MAY 15,1949 J — — — — — — — s; 
(| Mail C ‘ 
— Mail Coupon | 
F3 | THE INVESTMENT AND BUSINESS FORECAST 1 
: Toda / | of The Magazine of Wall Street, 90 Broad Street, New York 4, N. Y. | 
: Pd ys | I enclose [J $60 for 6 months’ subscription; [) $100 for a year’s subscription. | 
Fd ; } (Service to start at once but date from May 15, 1949) } 
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siderable sales drops in the case 
of Bendix Home Appliances and 
Easy Washing Machine Co. The 
latter, which recently omitted its 
dividend, reported fourth quarter 
sales down to $7.1 million from 
$13.5 million in the third quarter, 
and per share net down to 15¢ 
from $1.83. This means that 
whereas sales dropped 48%, per 
share profits plummeted 90%. 


Just how unsettled the situa- 
tion in home applances is at pres- 
ent is shown by the string of 
price reductions recently an- 
nounced by various companies. 
Significant is the comment of In- 
ternational Harvester that ac- 
companied its announcement of 
lower prices on its refrigerator 
line. Says the company that prices 
have been cut because of the 
competitive situation in the in- 
dustry. The cut “could not other- 
wise be justified either by profit 
margins or by reduction in the 
cost of producing and distribut- 
ing these products.” This of 
course implies a possibly drastic 
margin squeeze. 


Textile Problems 


Let’s look at another field now 
subject to severe readjustment 
pangs textiles. 1948 generally 
was an excellent year though for 
some of the companies not as 
good as 1947. 1949 will be a dif- 
ferent story altogether. American 
Woolen made big news recently 
when the company announced 
that orders booked from January 
1 to March 15 were only $11 mil- 
lion against $68 million in the 
same period a year ago, a drop 
of about 85°. The reason was 
that cutters stayed out of the 
market in droves, waiting for 
lower prices which so far have 
only been posted by one smaller 
concern, and the stalemate at 
present apparently continues. 


This doesn’t mean that the 
company’s first quarter earnings 
will show a similar drop. Actual 
sales billed through March 21 ap- 
proximated $37 million compared 
with $41 million in the like pre- 
vious period, a decline of about 
10% ; the falling off in first quar- 
ter net will therefore be far less 
drastic than that of bookings. 
The latter however resulted in 
whittling unfilled orders down to 
about $30 million, as against $56 
million at the year-end and $95 
million a year ago. Eventually, 
cutters who have bought but a 





48 


fraction of their fall needs, will 
have to come into the market and 
bookings will pick up. The big 


question is, from an earnings 
standpoint, whether the company 
will have to cut prices. Regard- 
less of this, the prospect is that 
American Woolen profits. this 
year will be way down from the 
stratospheric heights in which 
they moved in the past few years 
though they may still be fairly 
good by prewar comparison. The 
company is hopeful that more 
business will develop but it 
doesn’t anticipate anything like 
the volume experienced in 1948. 


With practically all branches 
of the textile industry in a 
buyers’ market, sharp earnings 
reductions must be looked for this 
year though the rayon division 
may do relatively better than the 
cotton, woolen and_ worsted 
branches where competitive price 
weakness is most pronounced, 
with little prospect of early im- 
provement. Against this, raw ma- 
terials and labor costs remain 
high, pointing to a drastic 
squeeze in profit margins and to 
an end to the abnormal profits 
which textile companies enjoyed 
in the postwar. 


Indicative of this trend is what 
Wyandotte Worsted Co. had to 
report for the quarter ended Feb- 
ruary 28. While sales were not 
stated, per share net of 54¢ com- 
pared with 89¢ earned in the pre- 
ceding quarter and $1.15 netted 
in the August quarter. Interest- 
ingly, though, profits for the 
February quarter a year ago 
were only 43¢ a share. 


Since textile company profits 
have been holding up well right 
through the fourth quarter of 
last year, we shall have to look 
for first quarter reports to get 
an idea just how greatly they 
have been affected by recent de- 
velopments. One cotton goods 
company, Consolidated Textile, 
during the quarter ended Febru- 
ary 28 did better earningswise 
than in the preceding three- 
month period, with per share net 
of 36¢ versus 15¢. But both these 
figures were far below those of 
earlier periods when quarterly 
profits were well in excess of $1 
per share. 


Liquor & Building 
In the liquor field, we find 


Schenley earning $1.74 per share 
in the February 28 quarter while 


net for the same period a year 
ago was $2.36. In this field, too, 
increased competition is making 
itself felt. In the building mate- 
rials field, we notice a fairly 
sharp falling off in sales and 
earnings, partly seasonal, to be 
true, but also reflecting the weak- 
ening of the building boom. Thus 
Celotex, well situated and usually 
an excellent earner, reported net 
for the January quarter of only 
43¢ per share, down from $1.88 





netted in the preceding period. | 


This is a 77% drop in profits pro- 


duced by a 33% decline in sales. | 


For the same period a year ago, 


profits were $1.91. Presumably | 
the sales drop in this industry | 
will reverse itself with the sea- | 
sonal pick-up in building activi- | 


ties but while the slow-down 


lasts, earnings impacts in some | 


cases have been fairly 


nounced. 


For example, Flintkote’s fourth 
quarter net dropped to 94¢ per 
share from $1.88 earned in the 
third quarter. A recent manage- 
ment statement says the company 
should earn its dividend in the 
first quarter of 1949 if March re- 
sults turn out as indicated at that 


pro- | 


time. Since the company pays 50¢ | 


quarterly, this would mean a 
fairly sharp drop from $1.24 
earned in the first quarter of 
1948. 





Has Market Discounted First 
Quarter Reports? 





(Continued from page 7) 


first time in five months. There 
ought to be more in the April-May 
business news to aid the market 
than it has had heretofore. 


If upside action so far has been 
disappointing, downside action 


has been even less encouraging to | 
the bears, despite the fact that re- | 
cession news and price cutting | 


here and there have given them 
considerable ‘‘ammunition.’’ 
Spring is yet young. Investment 
yield factors are on the support- 
ing side. Market action is certainly 
not alarming and neither is the me- 
dium-term economic picture. so 


there is still a chance for more | 
rally. Continue to maintain sub- | 


stantially invested positions. Close 
attention to selectivity remains in 
order.—Monday, April 4. 
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Shown above—Crosley Television Set 9-407M with 12-inch tube and all-channel FM radio. 
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VCO LEADS IN 


MANUFACTURING 
CORPORATION 


TELEVISION 


Through WLW -T Avco is Far 
Out Front in Telecasting 


ELEVISION programs from WLW-T 

I (Cincinnati) reach cities in three states 
where more than a million people live,-Soon 
an even larger area will be covered with 
completion of television stations in Dayton 
and Columbus, O. 

Crosley Broadcasting Corporation stepped 
ahead in telecasting experiments ten years 
ago and now has the most technically ad- 
vanced equipment to be found. 

WLW-.-T?’s studio is one of the world’s 
iargest devoted exclusively to television, and 
its programs are telecast by the most power- 
ful radiating system used in the television 
spectrum. The new-type WLW-T antenna 
— 671 feet above surrounding territory — 
gives the station a super-range, for tele- 


vision, cf 75 miles. 


The pioneerin; pattern set in radio by 
WLW, the Nation’s Station, is being re- 
peated in televisio:. And as telecasting grows, 
the full facilities of the Crosley Broadcast- 
ing Corporation sre the best guarantee that 
WLW-T will co .tinue to be out ahead. 
The radio anc television services are one 


of many segment making up Avco — each 


serving a differen field, each an example of 


Avco’s policv of lanned Diversification. 
I : 


Write for your copy of «re free booklet “What Is Aveo?” 


VCO 


MANUFACTURING 
CORPORATION 


420 LEXINGTON AVE., NEW YORK 17 


‘ 
' 
' 
' 
' 
' 
' 
1‘ 
1 
' 
' 
' 
' 
' 
' 
! 
' 
' 
' 
' 
' 
' 
1 
! 
' 
' 
' 
' 
f) 
‘ 
' 
' 
' 
f) 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
‘ 
‘ 
f] 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
! 
' 
' 
' 
' 
' 
1 
‘ 
' 
f] 
' 
' 
' 
' 
' 
‘ 
f) 
' 
' 
' 
' 
‘ 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
' 
! 
' 
! 
' 


Operating Divisions 
CROSLEY DIVISION 
Television and Radio Receivers, 
Refrigerators and Appliance 
Cincinnati, Ohio; Richmond, Indiana 
AMERICAN CENTRAL DIVISION 
Steel Kitchen Cabinets and Sink 
Connersville, Indiana 
NEW IDEA DIVISION 
Farm Equipment 
Coldwater and Circleville, Ohio; 
Sandwich, Illinois 
LYCOMING DIVISION 
Lircraft and Industrial Engin 
Williamsport, Pennsylvania 
SPENCER HEATER DIVISION 
Heating Boilers and Casting 
Wilkiamsport, Pennsylvania 
Consolidated Subsidiaries 


CROSLEY BROADCASTING CORP. 
Stations WLW and WLW-—T 
Cincinnati, Ohio; WINS, New York 

THE NASHVILLE CORPORATION 
Buses, Ranges and Freezer 

CROSLEY DISTRIBUTING CORP. 

1775 Broadway, New York 


/ 


Associated Companies 


ACF-BRILL MOTORS COMPANY 
Transit Buses, Trackless Trolleys 
Philadelphia, Pennsylvania 
HALL-SCOTT DIVISION 

Bus, Truck and Marine Engine 
Berkeley, California 

NEW YORK SHIPBUILDING CORP. 

Naval Vessels, Commercial Vessel 


Camden, New Jersey 


Airlines Investments 


AMERICAN AIRLINES, INC. 
PAN AMERICAN AIRWAYS CORP. 








